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EDITORIAL NOTES 

PinaBcially and commercially the hopes of the country 
have been resding on the weather for several weeks past. Upon 
a good harvest in the North- West everything has seemed to 

depend, and the growing crops have been watch- 
Tht Western ^ -^j^ unusual solicitude. 
Country. 

Several industries have been languishing, 

and the air has been full of rumours of hard times ahead. Under 
such circurastauices all eyes were naturally turned westward 
and once again Canadians have good reason to feel thankful 
that the crops will enable the farming population to contribute 
to activity in transportation and industrial and manufacturing 
pursuits. While some of the newspapers predicted that the 
prospects for a good yield of grain were poor, and speculators 
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were telling storieB in the wheat markets, of rust and heavy 
rains, onr bank managers were quietly gafthering eetimastee 
of the yield from their western branches, which have 
proved, as usual, thoroughly reliable. Any reaction in trade 
may fortunately be counterbalanced by the crop returns of the 
cxmntry, and with the high prices prevailing for grain, there 
would seem to be little cause for quarrel with the outlook for 
the passing year. 



TIhe use of the words " trust,'* *' trust company," " bank,'* 
and " banker '* by others than those subject to supervision of 
the banking departments in the different States of the Union 

Th« Powers ^'^ ^^ ^^ caused a diamour in favour of the 
of Tnut passage of a prohibitory act. For the protection 

oompaniM. of the public the indiscriminate use of the allur- 
ing words " bank,'* " banker,*' and *' trust,** should be denied 
exoept to chartered banks and trust companies, and care shouTd 
be exercised to see that these confine themselves each to the 
business for which they were primarily created. Trust com- 
panies were first organized for the purpose of attending to 
business not included in the powers bestowed upon banks, to c^t 
as executors, administrators, and assigns, as trustees for bond- 
holders, as investment agents, and managers of large estates. 
So long as the trust companies are confined to their legitimate 
sphere of ofperations there can be no objections to their exis- 
tence. They render good and useful service to the community, 
and are fully deserving of the respect and confidence of their 
clients. 

But they should not be permitted to carry on a regular 
banking business, or to discount paper. 

It is true that Canada is fairly free from the bogus bankers 
hj whom the peo|de of the United States are so frequently 
robbed. The framers of our Bank Act acted wisely when they 
inhibited the use of the word " bank,** and thereby made the 
abuse of banking titles by unscrupulous speculators almost 
impossible. To protect the earnings of the poor should be 
the duty of every government, and it would seem that recent 
occurrences in the United States, notably the wrecking of the 
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North American Trust, has aroused some af the States to the 
necessity of jdacing companies similar to this pricked Boston 
bnbble under 'supervision. 

The encroachments of trust companies upon the banking 
field in the United States have at last aroused public attention, 
and the Commissioner of Banking in the State of Pennsylvania 
has dealt the first blow at their assumption of banking priv- 
ileges. 

He has notified all the oompcuiies that, in doing a generol 
banking business and in discounting paper, they are violating 
iSie laws, and that oontiDuance in such wrong-doing will re- 
sult in cancellation of their charters. As the trust companies 
have been oblivious to all remonstrances from the banks with 
whose business they have greatly interfered, there is naturally 
somfi rejoicing in the camp of the latter and corresponding 
consternation in the ranks of the trust companies. 

The latter are not authorized to engage in the business 
of banking, and discounting privileges were certainly not in- 
cluded in the description of the powers conferred upon them as 
given in the circular issued by the State Banking Oommissioner 
announcing that trust companies must discontinue banking 
business. As the majority of the so-called trust companies 
in the principal cities of Pennsylvania accept deposits and 
transact regular banking business, their yearly profits are 
bound to be seriously reduced by this action of the Commis- 
sioner of Banking. But a clear definition of the powers of 
trust companies was made necessary by their failure to comply 
with the laws under which they derive their powers. For- 
tunately there is no reason, as yet^ for similar €M;tion to restrain 
respectable trust and loan companies from conducting a gen- 
end banking business in Canada. They are content, except in 
a few instances, to act as trustees and executors solely, and to 
leave to the chartered banks the custody of the daily deposits 
of the people, the discounting of commercial paper, and tran- 
saction of the general banking business of the country. 

It is in the interest of banks and trust companies that the 
powers and privileges possessed by each should be clearly de- 
fined and understood, and that both should keep well within 
the field of action allowed them by the law. 
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In the September number of Chinton^s Magazine, Mr. Ed- 
ward Maxey writes of the increased output of coal in the 
United States and its signifioance. He claims that the area 

of American coal fields at present opened to 
to^c^^^^^^ mining is five times as great as that of the coal 

fields of all Western Europe. In a late number 
of Bradstreefs Journal we find the following review of Mr. 
Maxey's article: 

"While practically all the available coal area of Eng-Iand, 
fVance, Crermany and Belgium — the great coal-producing countriee 
of Europe — has been opened to mining, we have scarcely begun. 
Continuing, Mr Maxey says, that while the taxing of exports of coal 
is now a practical question for Europe and is being seriously considered 
it will for years remain an academic question with us. That 
our exports will for some time to come increase rapidly; tnat thia 
will be of temporary advantage in relieving the pressure caused by 
a surplus in the home market; that It will encourage American 
companies to build large colliers and thereby make us a more im- 
portant factor n the carrying trade of the world, is reasonably sure. 
But the immense and permaneni advantage that our vast supply 
will be to us as a manufacturing and commercial nation does not 
admit of question. The conclusion forced upon us by this survey 
is: Coal is the material monarch of the industrial kingdom, the cen- 
tre of which has been transferred from British hills to American 
valleys, and that from th«se coal-bearing vaheys future dynasties 
will rule the economic world by natural right." 

Without venturing ta predict what future dynasties may 
do, and without desiring to depose coal from the throne this 
patriotic reviewer places it upon, we cannot refrain from won- 
dering if he has heard that coal can be found onj this continent 
in other than the American valleys to which he has, in his 
mind, transferred the centre of the industrial kingdom. 



The arguments in favour of the amalgamation of banks 
are so sound and numerous, that in the British Isles for years 
past the blending of private and joint stock institutions, the 

absorption of small banks by larger rivals, and 
^^^°^^ the amalgamation of city financial corporations 

with banks having large business connections 
with the counties has been steadily progressing. 

The manifest safety and economy of the movement has of 
late appealed strongly to the stockholders in American banks, 
and, in addition to numerous amalgamations in New York and 
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Chicago, we frequently hear of the formation of "groups of 
banks/' presumably several institutions conducted under the 
same management. 

The latest intelligence supporting the contention that in 
reduced numbers lies safety and profit comes from Boston. In 
a statistical statement of the national banks of Boston, the 
report is made that their condition since their number has 
been reduced has been greatly improved. In 1898 there were 
fifty-seven national banks in Boston, while at the present time 
there are only thirty-two of these institutions in operation. 
These, however, carry a larger volume of deposits, and show 
larger earnings on their capital and surplus than did the fifty- 
seven banks in 1898. Of the thirty-two banks now in existence 
thirteen show earnings of over 10 per cent, on their capital, 
five of over 16 per cent., and two of over 20 per cent. In 1898 
the total national bank capitalization in Boston was $49,650,- 
000, this divided between fifty-seven banks. The present 
capitalization of the thirty-two banks is $33,800,000. The 
average rate of dividend paid in 1898 was about 2 3-10 per cent. 
The average rate of interest recently paid is nearly 6 
per cent. 

Possibly a reduction in the number of Canadian banks 
might result to the advantage of those most concerned. 



FOR SALE.— ^Controlling- intere«t in a |30,0(M) bank located In a 
good Illinois town of 1,200 population, in best farminfir district in the 
State. Cashierahip goea to purchaser. 

The above opportunity is eet forth in the advertising 
column of an American financial paper; but, le®t some promis- 
ing official of a Canadian bank may be tempted by the oflfer 

to leave his country, the address is withheld. 
Promotion The abolition of the purchase system in the 

^^^ British army was hailed by many as affording 

a chance for the promotion of poor but efficient 
officers, who, when place and preferment depended upon the 
purse, were kept hopelessly in the background. That positions 
of trust and responsibility in the service of a banjc can also be 
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bought wovli hardly be thaugbt possible. Yet it appears that> 
like the wealthy British subaltern who used to be able to buy a 
captaincy, any bank clerk now performing the most ordinary 
routine work can, if he has the money, become a manager or a 
cashier. 'Tis true the bank is small, but it is located in one of 
the best fanning districts in the State of Illinois. 



The sublime faith of our American cousins in the growth 
of their splendid country frequently leads them to daim that 
Kew York is now the financial centre of the commercial uni- 
strntbe verse. However, every now «uid then, a report 

Financial from some obscure consulate shatters belief in 

Omxn. the claims of our neighbours, and serves to reas- 

sure those of us who may be led to fear that the sun is fast 
setting on British supremacy in banking and commerce. 

One of the latest bits of testimony to the continued pre- 
dominance of England in finance and trade is to be found in a 
report of the United States Department of Ckmunerce and 
Labour on the trade of that country with South America. In 
the said report Yice-Gonsul Handley says: 

"BanklxifiT faculties are Indispeiwible io foreign trade. An 
Ensrlish or a German bank aeekiner foreisn business can establish 
foreign branches wherever it eeee fit. An American national bank 
not being allowed to have a branch anywhere, our national banking 
system ia unable to extend the facilities required by international 
commerce. The English and German trade in South America has 
the advantage of being sustained by banks whose branches cover 
the field. Credit at any point where the bank has a branch is 
available at any other point. Practically our American commerce 
depends upon English and German banking facilities, and London 
is growing to be the financial centre for American as well as British 
foreign trade." 

Mr. Handley's report may not prove palatable to his coun- 
trymen^ but it is written in the language of truth. He does 
not hesitate to say that the United States banking system is 
inadequate and calculated to handicap international commerce, 
and he likewise, even if reluctantly, admits that London is 
growing to be the financial centre not alone for British foreign 
trade, but cdso for American. 
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The TruBt Company Idea and its Development is the title 
of an interesting little work, by Mr. Emeist Heaton, B.A., 
Oxon., barrister-at-Iaw, of Toronto. 

Tbe Tttwt About two years ago the following reference 

Comiwiiy ^^ made in the editorial columns of this Joubnal 

Idea. to tbe passing of the sole executor and trustee: 

" And with the paflslns of the private bank we also are beginning 
to flee the last of the ' sole executor and trustee/ to whose businesa 
ability and faithfulneBs great fortunes have frequently been en- 
trusted without consideration on the part of the testator of the 
changes caused by death or financial disaster overtaking the said 
sole executor. 

" In the place of the old family private banks we have the modern 
mammoth financial corporations, and as successors to the executors 
and aasigrns of the past we have the trust company of the period, 
with its perfect mechanism ensuring absolute security to the widows 
and orphansw" 

Mr. Heaton, in discussing the functions of a trust com- 
'pany, refers to the '^ failure of the individual trustee " in no 
uncertain terms. He also, when comparing the trust com- 
panies of the United States with those of Canada, saye that 
no well-conducted company in the Dominion will incur obliga* 
tions to the public except in its capacity as trustee. His re* 
marks upon this subject are well worth quoting in full, in 
view of the growing feeling in the United States against the 
coupling of a banking business with that of a trust company. 



«« 



In the United States a trust company can undertake a banking 
business, the guaranteeing of land titles, the underwriting of stock, 
and practically everything and anything of an agency description 
that will pay. In Australia and in Canada trust companies, as 
w<e have seen, have been developed upon different lines; and the 
manager of a well-conducted company tmder this name would reply 
that there are some other things which ought not to be done by a 
company to which the Oovemment grants a charter for the purpose 
of attending to the interests of its wards, the orphan, the helpless 
and insane. It must not incur obligations to the public except in 
its capacity as trustee; and the invasion of the financial depart- 
mental store must be repelled, because the company which is con- 
fined to the functions of executor and trustee needs protection from 
the competition of 'the general agent. 

" The foundation of the trust company idea is the failure of the 
Individual trustee. There are few people who cannot recall sonw 
instances where a widow, left sole executrix, has been badly advised, 
and lost all that she had; where the man whom everybody trusted, 
speculated with th'e moneys placed In his care, and was unable to 
make restitution, or where the fortunes of a family have been 
wrecked by the absconding of a trusted friend. The trust company 
offers insurance against loss from these sources; and it is fus necee- 
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sary as insurance against fire. In the British Colonies it is axsrued 
that this business is rendered more effective if the trust business 
of the country is concentrated in a few companies and -the whole 
time and thought of the officials is devoted to the work; and it is 
right that it should be so, because the business is limited and there 
are important interests at stake. The trust company is entrusted 
with the most sacred re^onsibilities. It is the guardian of family 
aecrets; it has in its care the welfare and future of many families; 
it is the adviser of the helpless and unprotected, and it Is the -trusted 
ag>ent of the absentee." 

After reading Mr. Heaton's book, the adviser of the helpless 
and unprotected, the trusted agent of the absentee, will surely 
feel that no government should permit a a trust company to 
accept deposits, to discount paper, and to aooept all the risks 
inxddental to banking. 



The thirtieth annual meeting of the American Bankers^ 
Association was held in New York last month. From reports 
of the proceedings, it would appear that the committee on cur- 
rency legislaition had to admit that its labours 
The imexloan }^i heen limited to efforts to find out what 
^^^^^ eoTt of a bill having the support of the bankers 

of the United States would find favour at Wash- 
ington. The Mayor of New York, in welcoming the association, 
said to the members that changes in currency legislation had 
better be sought in a year when national elections are not oc- 
curring. All of which is not very cheering to the men who 
have the banking and commercial interests of their country 
at heart. 

Interested as we are in the welfare of our American cousins, 
it is gratifying to observe in the address of the president of 
the American Bankers' Association an expression of his con- 
viction that the increase in the wealth and resources of tlie 
United States makes repetition of the panics of 1873 and 1893 
almost impossible. His strong condemnation of the present 
currency system only served to accentuate the apparent inabil- 
ity of the leading bankers to remove a question with which they 
are best fitted to deal from the hands of the national legislators. 

The president of the New York Clearing House referred 
to the growth of amalgamation and co-operation as "the most 
significant phase of the economic development of the present 
day,'* and he expressed surprise that bankers do not seem to 
generally recognize the value of this force. 
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The Sub-Treasury system came in for some sharp criticism 
from Mr. Hepburn, who, referring to the plan of locking up 
in the Treasury the daily receipts of the Government, declared 
sujch action to be an "arbitrary and artificial interference with 
currency conditions" and he added that the system was enacted 
at a time when the Government was ^^professedly afraid to trust 
its income funds in the hands of the banks." 

Prom a general view of the proceedings at the great meet- 
ing of bankers in New York, it would seem that their Canadian 
brethren have much to be thankful for. This country is free, 
at present, from any troublesome currency question, and those 
who control the Dominion Treasury and the daily receipts of 
customs, post-offices etc., are not afraid to trust their coun- 
try's money to the custody of its chartered banks. 



(From the St John Globe,) 

In the July issue of the Journal of the Canadian Bankers' As- 
sociation there is a chapter in the history of Canadiaa Currency, 
Banking and Exchange, which is of interest as a statement of events 
and occurrences in connection with Catnadlan finance. A good many 
persons in the Maritime Provinces, more especially those who carry 
in their memories recollections of the efforts to bring about con- 
federation of all the provinces of Canada, will likely take a parti- 
calar interest in some of the facts stated by the writer, facts which 
reveal the low state of the finances of the old Province of Canada 
before the union took place. The banks were steadily used to 
finance the government, and laws to regulate the currency were pro- 
posed not so much in the interests of sound business conditions as 
in the interests of the Canadian government, whose treasury con- 
tained little treasure, whose wants were many and whose needs 
were ever pressing. " Reliable and uniform " paper currency 
schemes were propounded, not for their intrinsic merit, but for 
their apparent usefulness in helping out the public treasury. Mr. 
Gait, who afterwards became Sir Alex. Gait, and who had a high 
reputation for his skill, knowledge and capacity as a banker, seems 
to have been without any great genius along tnat line, although 
he had considerable speculative daring. He proposed a scheme to 
the lold Parliament of Canada In 1860. w<hlch by many was regarded 
OS a brilliant movement to place Canadian banking and finances 
upon a secure foundation. The writer, however, says " the more 
the plan was discussed the more Its defects rather than its merits 
came to the surface. The bankers and other practical men familiar 
with the needs of the country, proved quite conclusively that the 
scheme would be fatal to the primary need for an elastic currency." 
Ihis particular scheme was not proceeded with, but it would seem 
that the conditions of the old province then, and conditions for the 
worse which followed, partially as the result of the repeal of the 
reciprocity treaty, and partly as a vconsequence of the war of the 
rebellion in the United States, put Canadian financial conditions in 
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very bad shape, and something had to be done. An extended and 
an enlarged partnership became necessary and these Maritime 
Provinces were taken In. Of course the writer In the Bankers' 
Journal does not state his facts in this way, but that was a result 
of the effort to reform the Canadian finances. The orators and 
public men who persuaded the people of this province that con- 
federation would be a great thing for them, always represented the 
old Province of Canada as a rich and prosperous country, union 
with which would be to the material benefit of this province, by 
reason of the wealth of the older province. The careful student of 
the times will find in the article to which reference is here made 
statements which will lead them to the exact opposite of this view. 
And so far as the results are concerned, if there has been any 
material increase in the wealth of the Maritime Provinces, it has 
been made by the people here, by their energy and industry, not 
by any particular feature alone of confederation. 

Those who rememher the extreme bittemesfi with whibh 
the scheme to unite the Maritime Provinces to the old Province 
of Canada was regarded by its opiponents in New Brunswick and 

Nova Scotia, will not be surprised to find that 
onrrency and ^.^^^ anti-confederate spirit still lives in the provin- 

ces washed by the Atlantic ocean. 

In the St. John Ghie, a New Brunswick paper, we find 
the above crisp and clever criticism of a chapter in Professor 
Shortt's History of Canadian Currency. 

The racy reference to the financial affairs of the old Prov- 
ince of Canada as necessitating a wealthy marriage will be ap- 
preciated by many persons outside of the Maritime Provinces, 
and the deserved compliment paid to the country from whence 
this young Dominion has obtained such men as How, Thom|>- 
son, Tupper, Fielding, and many other prominent public men, 
will not be quarrelled with by any student of the times in 
which we live. 

But the editorial writer of the St. John Ohbe will 
readily admit that to the energy and inSustry of all the par- 
tics to confederation is owing the material prosperity of the 
whole Dominion of Canada, and not to any pari:icular feature of 
the scheme of which he says, perhaps with unconscious sarcasm: 
'*An extended and enlarged pari;ner8hip became necessary and 
the Maritime Provinces were taken in.'* 



From the monthly statement of the note circulation of 
the chartered banks, compiled from returns rendered to the 
Canadian Bankers^ Association, the table appearing on page 13 
has been prepared. 
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The student of the figures in this table will abeerve that in 
October the circulation of the chartered banks reaches its high- 
est point. During the year 1902 the variation between the 

TninimuTn and maximum amount of notes in the 
^J2J2^ ^' possession of the public was $17,342,443. Last 
Banks' MotM 7^^ ^^^ variation was only $15,439,626, but the 

October total of notes in circulation showed an 
increase of five millions over the corresponding month of the 
preceding year, and comparison of the figures representing the 
paid up capital of the banks showed similar expansion. 

It ifi also noticeable that despite the expressed fears that 
the general business of the country inclines to dullness, and that 
the volume of trade is decreasing, the above table shows an 
increase at the chse of every month of the present year. 

Altogether the amount of actual money in circulation de- 
notes growth in population and business, and the figures ex- 
hibited in the published table ought to dispel the gloomy 
fears of the pessimist. Some industries may be languishing, 
but the statistics of banking, trade, and commerce reveal no 
reason for grumbling at the oondition of the country. 



A complaint made by the mother of a junior clerk in a 
bank will be found in the Journal correspondence column. The 
question of finding ^'a suitable boarding place'' has bothered 

the bank official for many many years. He, like 
Ooimtry the commercial traveller, has to accept such food 

Hotels and shelter as may be obtainable in the place to 

which the enterprise of those who control the 
banking and trade of the country may send him. The maps of 
the Dominion (frequently found at the head offices of our banks 
with small flags stuck therein to mark the cities, towns, villages 
and hamlets now enjoying banking facilities) show the entire 
country, from ocean to ocean, and even in the Yukon Territory 
and far Alaska, to be dotted with branches of chartered banks. 
So long as the spirit of competition, and the desire to assist 
in the growth and development of this country, induces general 
managers of banks to spy out the land, and to plant offices in 
every seemingly desirable district, it will be necessary to find 
officials, junior and otherwise, to serve their respective in- 
stitutions at the said points. 
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Possibly it is awing to knowledge that the pioneers of bank- 
ing, the young men sent to remote branches, are sometimes ex- 
posed to hardship, and have to endure some discomfort, that 
several of our big banks require applicants for service to submit 
to medical examination. 

One thing, at least, is certain in banking life. The clerk 
who, like the soldier and sailor, obeys orders, who, without a 
murmur to manager or mother, leaves for the post to which he 
is assigned, who submits uncomplainingly to the discomfort 
inseparable from the earlier period of his service, is apt to be 
singled out for deserved promotion when the time comes for the 
distribution of rewards for faithful service. 

If the fond mother who fears for the health of her son 
will reflect^ the difficulties in the path she would have the 
general manager follow must become apparent to her. We pub- 
lish in this issue an article written a few years ago pleading for 
improvement in country hotels. Perhaps bank clerks who have 
cause to quarrel with their quarters may join with commercial 
travellers in an effort to educate the proprietors of unsatis- 
factory hotels. They may be found in cities, quite as frequently 
as in towns and villages. 



This number of the Journal contains articles by two new 
contributors. Mr. Doble, of the Bank of Montreal, writes 
most interestingly of a journey to Mexico, and, as very few 

Dominion bankers are able to travel so far afield 
OontribtttoTs when holiday-making, his description of the 

country and his impressions of its people can- 
not fail to please our readers. 

Mr. Doble also contributes a prose production of peculiar 
interest to bank directors, managers, tellers, and all those who 
attend to the cremation and funeral rites of soiled and 
mutilated notes. Mr. Doble's treatment of his subject is 
replete with thought and sentiment. 

Mr. Charles Gaudet is the author of an exceedingly in- 
telligent exposition of the right of the State to expropriate 
the property of its citizens. His article upon the Right of 
Eminent Domain has additional merit in being, although the 
work of a lawyer, intelligible to laymen. 

J. T. P. K. 
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NOTES IN CIRCULATION. 



1902 



^,586,531 
49»450,096 
52,442,984 
50»691,588 
60,764,716 
63,953,043 
52,070,065 
55,035,701 
60,965,802 
65,928,974 
64,407,641 
60,574,144 



1903 



^,040,967 
55,746,498 
58,283,484 
55,877,648 
66,949,120 
58,865,846 
^,56:^,666 
60,414,740 
63,741,271 
70,480,613 
67,425,588 
62,539,408 



1004 



$36,973,274 
57,736,245 
50,760,121 
58,649,872 
57,857,177 
60,098,482 
50,979,833 



CAPITAL PAID-UP. 
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July 

August .... 
September. 
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1902 



$67,621,011 
68,041,136 
68,406,624 
68,474,523 
69,358,448 
69,584,308 
69,733,761 
70,196,254 
70,989,408 
71,281,535 
71,928,508 
72,015,664 



19a3 



$72,855,485 
72,931,5:1 
74,776,500 
75 443,635 
75.979,338 
75,905,206 
70,971,021 
77,481,095 
77,997,874 
78,255,462 
78,393,132 
78,555,368 



1904 



$78,625,689 
78,701,542 
78,723,652 
78,737,844 
78,801,319 
79,193,028 
79,267,778 



J. K. 



THE mSTOBY OP CANADIAN CUEEENCY, BANKING 

AND EXCHANGE. 



OOTSBKMENT TEB8UB BANK OIBOULATION.*' 

THE great problem of the sixties in Canadian monetary af- 
fairs turned on the question, should the Government or 
tho banks, in future, fumidi the circulating medium of the coun- 
try ? During the decade, two of the ablest ministers who have 
presided over Canadian finance made three separate attempts 
to bring the circulation within the practical control of the Gov- 
ernment, yet their efforts were not successful. The first and 
third attempts were abandoned altogether, the second was only 
partially suoceesful, though it laid the foundation for that por- 
tion of our paper currency now supplied by the Government 
and known as Dominion notes. With this limited encroachment 
upon their ancient domain, the bankers managed to hold their 
own, thougih the contest was always strenuous, sometim€3 even 
bitter, and the issue doubtfid. 

In the preceding article we have seen that Mr. Gait was 
forced to drop hia proposal for a Government bank of issue, 
which he had brought forward in 1860. From 1862 to 1864 
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the liberal party wae in power, and dnring Mr. Holton's re- 
gime in the Finance Department the Government account was 
transferred from the Bank of Upper Canada to the Bank of 
Montreal. The latter bank was much more able to render the 
financial assistance which tlie Government at that period so 
urgently required. Mr. E. H. King was then manager of the 
Bank of Montreal, and from that time until the passage of the 
first general Bank Act of 1870, the Bank of Montreal, under the 
masterful direction of its manager, wielded an immense inflifc- 
ence upon the financial policy of the country. As a condition 
of the transfer of the Government account to the Bank of Mont- 
real, on the first of January, 1864, and its appointment as sole 
banker and fiscal agent of the Government, the bank had 
agreed to take $1,500,000 of 5 per cent. Provincial debentures 
for three years, at 98. Of this, $750,000 was required to redeem 
similar debentures maturing at the close of 1863, $250,000 in 
sterling exchange for intreet due on the provincial debt in 
England, and the rest to be drawn as required. It was agreed 
that the bank, as fiscal agent of the Government, should receive 
deposits of all public moneys from the public officers through- 
out the Province, and should avail itself, when necessary, of 
other banks or agencies where the bank might not have 
branches of its own. All such moneys received on public ac- 
count were to be placed at the credit of the Receiver-General 
at the seat of Government, at par and without any charge. 
The bank should also make all payments on public account 
throughout the Province, at par and without charge. These 
arrangements might be terminated at three months notice, 
given either by the Government or the bank. 

From the time of the collapse of the speculative boom 
of the fifties, the Canadian finances had been in a sorry plight;. 
The credit of the country was steadily sinking in the estimation 
of British investors. And, indeed, a country in the unfor- 
tunate position of requiring to regularly borrow money to pay 
the interest on what it had already borrowed, was likely to find 
its proffered securities viewed askance by prudent investors. 

The situation which had been reached in 1865 is set forth 
with blunt sim»plicity in the correspondence between Mr. Gait, 
the Minister of Finance, and Messrs. Baring Bros, and Glyn 
Mills & Co., the financial agents of Canada in London. Apart 
from considerable loans already floated, the Canadian Govern- 



16 JOURNAL OF THE CANADIAN BANKERS' ASSOCIATION 

ment was indebted to their London bankers for extensive ad- 
vances on temporary account, and they were similarly indebted 
to the Bank of Montreal. Early in 1865, in reply to Mr. Gait's 
inquiry, the London bankers report the impossibility of effect- 
ing any temporary loans for Canada at a lower rate than 7 per 
cent. In August Mr. Gait authorized them to sell the securities 
in their hands at 90 per cent, of their face value. But in 
October the London agents replied that Canadian five per cent, 
consolidated bonds were selling at 81 1-2, and the six per cents 
at 95 to 96. Gait urges that they must at least borrow suffi- 
cient to meet the £500,000 due to themselves on the 31st 
of December, £200,000 due to the Bank of Montreal on the 
17inst. and £300,000 for the January dividends on the public 
debt. He therefore sends them authority to get the money at 
almost any price, though he hopes they will do their best to 
avoid slaughtering the securities, and urges the certainty of a 
bountiful harvest and the flattering prospects of Confederation, 
as favourable influences on Canadian credit. The financial 
agents, however, in explanation of their continued failure, re- 
mind Mr. Gait that the course of events in Canada during re- 
cent years, involving heavy losses for British investors, has 
given the country a bad reputation on the money market. It 
will, therefore, be necessary, for a time at least, that Canada 
should give some evidence of financial self-reliance. They have 
found it impossible to raise money at 7 per cent., and even at 
8 per cent, they have only secured an additional £55,000. In 
despair the Minister of Finance turned to Mr. E. H. King, 
manager of the Bank of Montreal, begging an extension of the 
loan of £1,000,000 at 7 per cent., and requesting an additional 
$300,000 towards the January dividends due in England. On 
January 5th, 1866, he appealed to the bank once more for an 
additional half million on account of t^he Fenian troubles, offer- 
ing to extend the term for notice of the termination of the 
agreement with the bank from three to. six months. The 
Bank of Montreal, being already so deeply involved with the 
Government, had scarcely any option in the matter and made 
temporary advances, pending an arrargement by the Minister of 
Finance for other supplies or a shifting of the burden. Such 
was the situation which Mr. Gait had to face in 1866, and it 
will serve to explain the force behind his new move for a 
change in the currency system on the eve of Confederation. 
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In his budget speech of 1866, Mr. Gait surveyed the finaa- 
ci&l situation of the countiy and explained his (plans for meet- 
ing it. By readjusting the tariff, in the direction of e British 
preference and retaliation towards the United States for the 
abrogation of the Bedprocity Treaty, he eExpected to equalize 
the iuoome and expenditure for the following year. In th^ 
meantime, however, there was an accumulated floating debt of 
$5,117,000 to be met. But, as he put it, owing to the con- 
dition of the British money market, it was considered impos- 
sible to raise that sum by means of a British loan, and it must, 
therefore, be raised in Canada. To his own mind the only 
means of doing so was for the Government to resume, for pro- 
vincial \ue, a portion of the credit which had hitherto been 
allowed to the banks of the country. The Government must, 
therefore, avail itself of a sufl5cient portion of the currency 
issue of the province to enable it to meet the urgent needs of 
the day. On the whole, he considered it rather fortimate that 
the currency system of the country should come up for con- 
sideration before the expiring of the bank charters in 1870. 
He hoped to be able to afford the banks suich inducements as 
would cause them to give up their circulation altogether, and 
thus enable the Government to furnish the country with a stable 
and reliable currency. To this end the Government proposes to 
seek power to issue notes, redeemable in specie on presentation 
at Treasury oflBces in Montreal and Toronto, to the extent of 
$5,000,000 at least. Any banks surrendering their right of 
note issue are to be allowed interest at the rate of 5 per cent, 
on their average circulation, until the period at which their 
charters expire. As security for the proposed provincial notes, 
the Govenment will hold a certain reserve of specie, and pro- 
vide iprovincial securities for the remainder. 

The budget speech was delivered on June 26th, and Mr. 
Gait promised to bring down the details of his scheme in a few 
days. It was the 2nd of August, however, before he brought 
down the series of resolutions which was to be the basis of his 
measura In the meantime his plans were submitted, in con- 
fidence, to a few of the leading Montreal bankers, early in July. 
The Montreal Herald managed to secure a copy of the pro- 
posals and published them. They were immediately the sub- 
ject of comment in all the leading papers, and were closely 
scrutinized by the western bankers, who strongly condemned 

(b) 
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the attempt to withhold from them proposed chaD^es in th.e 
currency system which so vitally affected their interests. 

In a letter from Mr. King to Hon. A. T. Gralt of July 
4thy certain suggestions were made as to necessary modificatioiis 
of his proposals. To avoid the necessity for interfering with 
the 'currency system of the country, it had been proposed that 
the various banks should contribute towards a Government loan 
to the extent of 15 per cent, of their capital. This would fur- 
nish about $4,500,000 and the Bank of Montreal was willing 
to furnish, in addition, the other half million. Failing this 
•arrangement, however, if the money must be furnished from 
Canadian sources, Mr. King saw no other alternative than the 
issue of provincial notes, redeemable in specie on demand. 
The simplest means of accomplishing this would be for the 
Bank of Montreal to surrender its circulation of between three 
and four millions, and to obtain the balance from the other 
banks. The directoiB of the bank could agree to this, how- 
ever, only if the resolutions permitted any bank surrendering 
its circulation to resume it again after reasonable notice. This 
would enable the banks to test the effect of the measure. 

The resolutions as finally presented by Mr. Oalt on Aug. 
2nd, differed in few important particulars from the draft as 
published in the Herald. In substance, the resolutions were as 
follows : — 

(1) An issue of provincial notes was to be authorized to 
ijhe extent of $5,000,000, these notes to be a legal tender and to 
be redeemable in specie on demand, at offices to be established 
in Montreal and Toronto. 

(2) The Qovernor-in-Council might enter into arrange- 
ments with any or all of the chartered banks for the euirender 
of their power to issue notes. As compensation for this sur- 
render, an annual sum, not to exceed five per cent, on their 
circulation as shown in the returns of 30th April last, should 
be paid each bank until the expiration of its charter. The 
provincial debentures now held by the banks, in accordance 
with their charters, diould be exchanged for provincial notes, 
and the banks should be paid one half the estimated cost of 
their unused notes. 

(3) The surrender of the power to issue notes must be 
completed within twelve months, the banks to be given provin- 
cial notes in proportion to the circulation withdrawn. 
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(4) Tbe banks enteidng into thifi agreement with the 
GoTemment would not be required to hold proyincial deben- 
turee. 

(5) Every bank sarrendering its note issue must make a 
weeldy return of the notes redeemed and outstanding, and 
compensation would be paid half -yearly on the cunount re- 
deemed until it reached nine-tenths of the circulation, when 
compensation for the full amount would be paid. 

(6) The Governor-in-Coundl may, over and above the 
$5,000,000 already referred to, and the amount necessary to 
redeem the debentures held by the banks surrendering their 
circulation, cause provincial notes to be issued to the amount 
of the bank notes withdrawn from circulation, and also to any 
chartered bank on payment for them. 

(7) So long as the circulation of the provincial notes did 
not exceed $5,000,000, 20 per cent, of the amount outstanding 
should be held in specie for their redemption. When the cir- 
culation was between $5,000,000 and $10,000,000, 25 per cent. 
Bhould be held in specie, from $10,000,000 to $15,000,000 
33 1-3 per cent., and over $15,000,000 50 per cent, to be held in 
specie. Provincial debentures would be held against that por- 
tion of the circulation not covered by the specie reserves. 

(8) A return of the amounts of provincial notes in cir- 
eolation and of the specie held for their redemption shall be 
published by the Auditor in the Canada Gazette. 

(9) Branch offices of the Iteceiver-(}eneral's department 
may be established in Toronto and Montreal for the issue and 
redemption of provincial notes, or the Receiver-General may 
make arrangements with any chartered bank or banks for the 
issue and redemption of provincial notes, allowing a com- 
mission of 1 per cent, per annum, calculated quarterly, on the 
average circulation. 

(10) Any bank which has surrendered its power to issue 
notes may resume it again, under its charter, on giving three 
months notice to the Receiver-Gteneral and publishing it in the 
official Gazette. 

(11) The proceeds of the provincial notes shall form 
part of ^e consolidated fund of the province. 

These modifications of Mr. Gait's previous scheme for a 
provincial bank of issue met with scaircdy less severe criticism 
from the great majority of the bankers and merchants of We9^- 
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em Canada. They nudntained that it was certain to greatly 
affect the capacity of the banks to afford disconnts^ oiwing to 
the curtailment of their circulation which it would involve. 
The plan, it is true, left it entirely with the banks as to whether 
they sfaould surrender their circulation or not. But, in the 
first place, they feared that, in competition with the Govern- 
ment notes as legal tender, their own might be driven out of 
circulation. In the second place, were the system to obtain a 
strong foothold before 1870, it was altogether probable that the 
privilege of issuing notes would be withdrawn from their ohar- 
teiB when they came up for renewal. 

The Leader, the Government organ in Toronto, interpre- 
ted the object of the scheme to be the complete substitution 
of Government notes for bank notes, and the placing of the 
currency of the country upon a perfectly sound and reliable 
basis, which it held to be lacking under the existing system. 
The Olobey as chief organ of the Opposition, and as voicing, 
for the most part, the convictions of Western Canada, attacked 
the scheme very vigorously. It condemned it alike as to ita 
wisdom as a financial expedient, and as to its value as a cur- 
rency measure. As a financial expedient it was plain that 
$6,000,000 obtained in this manner would cost the country 
from 8 to 8 J per cent, interest^ made up of 6 per cent, allowed 
to the banks for the surrender of their circulation, 1 per cent, 
of circulation tax remitted, 1 per cent, for the cost of adminis- 
ftation, and at least 1 per cent, for reserves to be maintained for 
redemption. As a currency measure it wooild destroy the fiex- 
ibility of the circulating medium and curtail the capacity of 
the banks to furnish the necessary acommodation to trade. As 
a political measure it was condemned on account of the power 
which it would place in the hands of the Finance Minister with 
reference both to the banks and the public. 

Though most of the bankers were opposed to the scheme on 
principle, yet a number of them admitted that if, as was ex- 
pected, tiie Bank of MontreiJ, being the Government bank, 
were to adopt the plan and substitute provincial notes for its 
own circulatdon, the total amount to be issued being limited to 
$6,000,000, there would be little disturbance in the general 
banking system of the country. The system, indeed, would be 
not unlike that of England, the Bank of Montreal occupying 
the place of the Bank of England. They strongly objected. 
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howerer^ to Mr. Gelfs gezieral plan, nrhkih aimed at reiplacmg 
the w*hole banking circalation by proYinoial notee. 

'Certadn finasidal critioB in considerisig the effect of the 
proposed measure on the whole oountry, drew attention to the 
marked diffeFenoe between the banking bnfiiness of Upper and 
Lower Canada. The banks doing business chiefly in Low«r 
Canada ciroulated relatively few notes, their chief operatioins 
being connected with exchange. The banks of Upper Canada, 
on the contrary, employed a large circulation representing 
aiocommodation to merchants and produce dealers, and their 
notes circulated extensively in the agricultural totricts. It 
was in the west, also, that the periodic contraction and expan- 
sion in the note issue was so marked, being connected with the 
movement of the crops. Those Lower Canadian banks, like the 
Bank of Montreal, having numerous branches in Upper Canada^ 
shared the charactensucs of the Upper Canadian banks. The 
contrast between the eastern and western banks will be seen to 
a glance from the following table of returns at this period: — 

Paid Up Notes in 
E&stem Banks Capital Circulation Deposits 

Quebec Bank $1,465,440 $ 423,102 $1,122,000 

City Bank 1,200,000 470,185 1,075,000 

Banque du Peuple 1,598,086 95,681 679,000 

Mdson^s Bank 1,000,000 200,000 912,000 

Eastern Tp's Bank 295,307 95,424 114,000 

Banque Nationale 1,000,000 226,408 417,000 

Banque Jacques Cartier 822,670 100,740 481,000 

Menehant's Bank 658,906 164,716 573,000 

Western Banks 

Bank of Upper Canada 1,939,287 1,220,586 2,687,000 

Oomnuercdal Bank 4,000,000 1,846,066 2,900,000 

<3oTe Bank 805,960 836,638 974,000 

Niagara District Bank 275,188 221,593 257,000 

Bank of Toronto 800,000 952,473 1,049,000 

Ontario Bank 1,813,860 1,447,423 1,753,000 

Boyal Canadian Bank 153,854 270,554 139,000 

Of the eastern banks the note circulation amounted to 22 
3per cent, of the paid up capital, while of the western banks the 
3K)te circulation amounted to 68 per cent, of &e paid up caq^ 
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ital. The Baak of Montreal stood alone with a paid up cap- 
ital of $6,000,000, a note circulation of $3,563,251, and de- 
posits to the extent of $11,342,000. 

From this it is obvious that Galf s propoeed ohanige would 
affect but slig^htly the Lower 'Canadian banks, since they would 
obtain, in exchange for the provincial debentures which they 
then held, nearly as many notes a^s they required. In the case 
the Upper Canadian banks, however, they would either have 
to furnish specie for three-fourths of their notes, or greatly 
curtail their operations, thereby severely crippling the accomo- 
dation afforded to the public. On the 31st of May 1866, their 
circulation was $5,733,000, and their debentures $1,072,000, 
leaving $4,661,000 to be provided in specie, in addition to the 
amount to be kept on Ihand in their vaults to meet daily calls. 
As the discounts of the western banks amounted to about $15,- 
000,000, this would mean the curtailing of nearly one third of 
the discounts. Again, the extra droulation needed every au- 
tumn, for the moving of -the crops, would not be forthcoming, 
since it could only be provided in return for the deposit of 
specie. Neither could ttie eastern banks supply the extra casrh, 
for the proposed change would merely alter the character of 
their note issue, not increase it. That could only be accom- 
plished, in the east and west, by the deposit of additional 
specie. 

In the end, the general hostility of the western bankers 
and merchants and the strength of the arguments drawn from 
the western conditions, once more forced Mr. Qalt to abandon 
his wider scheme for the reconstraction of the Canadian paper 
currency. Hence, when, on August 3rd, he introduced to the 
Legislature his currency resolutions, he placed all the emphasis 
on the financial aspect of the measure, assuring the House that 
the sole occasion for bringing up the subject was the neoessity 
to raise $5,000,000. He further indicated that if the money^ 
could be procured in any other way he was quite prepared to 
abandon his currency scheme. As it stood, he maintained 
that it was not the object of the Qovemment to establish a bank 
of issue, but simply to dispose of Qovemment debentures in- 
a new form. In doing so he professed his inability to see any 
special difference between the issue of one $1,000 debenture 
and a thousand $1 debentures. This attitude lent considerable 
cogency to the criticism of the Olobe as to the dangerous nature 
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of cmTency ecbemes which were designed to afford finan- 
cial reBonreeB to the Government of the day, rather than to 
improve the curreincy system of the country. And indeed no 
principle conld be more absolutely unsound than to manipulate 
Budi am imiportant factor as the national medium of exchange 
or eystem of banking, merely to extract from it the means of 
tiding over a financial diflSculty. The Leader could not conceal 
its disappointment at the turn whidi the argument had taken. 
It considered that Gait had greatly weakened has position by 
abandoning his scheme for changing the whole currency system 
of the country, so as to give it greater stability and more uni- 
form value. 

The banks steadily declined the various inducements of- 
fered to bring them into line, and the Government was 
therefore forced to fall back upon the plan of making special 
arrangements with the Bank of Montreal. But while his pro- 
vincial currency resolutions wei^ being debated in the House, 
another measure, to which Mr. Gait had very strongly pledged 
the Ministry, namely the School Bill for Lower Canada, was 
suddenly withdrawn, for reasons of expediency, and Mr. Gait 
found himself compelled to resign from the Government. Mr. 
Howland nominally took over the office of Finance Minister, 
for the time, but Mr. Gait continued to assist the Government 
with the financial measures then under way. The Govern- 
ment having greatly modified the original scheme, and having 
promised that if the necessary $5,000,000 could be obtained 
from the public as a direct loan, they would not make use of 
the note-issue powers conferred upon them, the bill became law. 

The Act, 29-30, Vict. c. 10, follows very closely, so far 
as it goes, the wording of the resolutions. It provides for an 
unconditional issue of provincial notes, payable on demand in 
specie, to the extent of $5,000,000, and makes provision for 
the surrender of their note-issue powers by any or all of the 
chartered banks, the banks to receive compensation at the 
rate of 5 per cent, on the surrendered issue. It further pro- 
vides that over and above the $5,000,000 authorized, the Gov- 
ernment may issue such extra amounts of provincial notes as 
may be necessary to exchange for the provincial debentures 
held by the banks under their present charters and such further 
amounts as the banks care to pay for in specie, provided, how- 
ever, that the total issue does not exceed $8,000,000. AH the 
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banks were relieyed from the penalties for n>siiry^ under the 
act reBpecting usury, but the legal rate of interest remained 
unchanged. The Free Banking act was repealed, except as 
regarded any bank or banks operating under it at the time. 
This applied practically only to the Bank of British North 
America. 

After Confederation this law was re-enacted by the Domin- 
ion Pcu'liament in 1868, as 31, Vict. c. 46. A few changes 
were introduced making it applicable to the whole Dominion. 
The name of the Government issue is changed from Provincial 
to Dominion notes, though the original issues then in circula- 
tion were to be taken ae Dominion notes until others could be 
substituted for them. Halifax and St. John were added to 
Montreal and Toronto as places for the issue and redemption 
of the notes. The notes issued at Halifax, however, were to 
be redeemable on the basis of the currency of that province 
until it should be altered, i.e. at the rate of $5 to the pound 
fcierling, and these notes were to be a legal tender in Nova 
Scotiia only. Otherwise the conditions remain practically as 
stated in tilie Provincial Act. 

The puiblic loan of $5,000,000 being only very partially 
firubsoribed, the Qovemment proceeded to complete arrange- 
ments with the Bank of Montreal for the surrender of its cir- 
culation and the replacing of it by the new provincial note 
issue. As finally carried out the arrangement with the bank 
provided : 

(1) That ihe bank should gradually surrender its power 
to issue notes during six months from the fii^t issue of provin- 
cial notes, 

(2) The bank to be allowed 5 per cent, on its note circu- 
lation, as reported on 1st April, 1866, 

(3) It should receive provincial notes for the debentures 
which it held, and be piud 60 per cent, of the value of its un- 
used notes. I 

(4) The bank to receive 1 per cent, per annum as com- 
mission upon the average amount of provincial notes in circu- 
lation. 

(5) The Government to prepare and deliver to the bank, 
as soon as possible, the provincdal notes authotrized under the 
act, a system of bookkeeping, of letoms, and inspection being 
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prescribed. Monthly retnme from these aocoimtB to be pub- 
Isihed in the Official Grazette. 

(6) The banik to continue to act as finan^cial agent for the 
"Oovemment and also as agent of the Ptoyinoe for the issue 
^and red<emiption of the provincial notes, the Minister of Finance 
to make arrangements for the custody of provincial debentures, 
to provide fimds for meeting any unusual deimajidB for the re- 
demption of provincial notes. 

(7) The Government vjras to give six months' notice of 
the termination of the present arrangement, the bank on its 
part to give six months' notice of its intention to resume the 
issue of its own notes. 

(8) The bank furttier agrees, while this arrangement 
remains in force, not to issue or pay out the notes of any chart- 
eired bank from any of its offices, exce|pt when no provincial 
notes are in possession of the banik. 

These conditions were accepted by the Bank of Montreal 
•on the 3l8t of August, 1866, and on September 13th, it was 
formally appointed agent of the Qovernment for the issue of 
its notes. As, however, the actual provincial notei were still 
in course of preparation, the ordinary notes of the Bank of 
Montreal, stamped with the words 'Trovincial Note, Legal Ten- 
der," and signed by an official for the Receiver-General, were 
issued in the meantime. 

The Bank of Montreal held at the time such a large amount 
of provincial debentures, that the conversion of them into pro- 
Tincial notes did not make any reduiction of its available funds. 
The surrender of its own note issue to make way for the pro- 
vincial notes neither curtailed nor augmented the currency of 
the country. On the other hand, owing to the limited amount 
issued, the change did not specially augment the funds of the 
■Government. At best it merely changed the nature of its ob- 
ligations to the Bank of Montreal by suibstituting provincial 
notes for Government debentures and temiporary piomises to 
pay. The provincial notes, however, were legal tender, and the 
Bank of Montreal, having surrendei^ its own note issue, did 
not require ix> keep on hand idle specie to meet them. The 
specie which they now held, apart from the portion securing 
the deposits, was retained at Government expense. Thus, 
thougjh the occasion for this special issue of provincial notes 
was represented as entirely the urgent need of the Government 
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for an immediate supply of f unds^ yet, as a matter of fact, the 
notes were not issued to the extent of the funds required. On 
the contrary, with the help of about $1,000,000 obtained from 
the paiblic loan, and an arrangement with some of the other 
banks, the Bank of Montreal had once more met the immediate 
needs of the Government. Mr. King had approached most of 
the other banks with a view to getting them to take and hold, as 
part of their reserves, considerable blocks of provincial notes. 
This was urged on the ground of its being a necessary assistance 
to the Government in its temporary emibarrassment. The 
agreement was, that these notes were not to be used by the 
banks in settlement of daily balances until at least seven days 
notice had been given. Tlie Bank of Montreal also offered 
special inducements, in the way of facilities for payment of 
balances in Montreal, for such banks as accepted these condi- 
tions. A numiber of banks entered into this arrangement, 
though others did not, and about $1,000,000 of provincial notes 
were distributed in this way. Afterwards, when, owing to- 
finanml tpoubles, growing jealousy of the power of the Bank 
of Montreal, and a heated controversy over proposed changes- 
in the baaiking system, the feeling of the western banks ran 
high against the Bank of Montreal, the charge was made that 
tiiis arrangement with the western banks was virtually the 
result of coercion. There is not, however, any sound evidence 
for this charge, and the more disinterested of the western bank 
managers freely admitted that the matter was entirely optional, 
though the Bank of Montreal was naturally very anxious to 
secure the co-operation of the other banks in getting the notes 
distributed. The net result of the arrangement was simply 
to replace part of the specie reserves of the other banks by pro- 
vincial notes, and thus to distribute the burden of assisting the 
Government, which was becoming heavier than any siugle bank, 
however strong, oould well bear. Moreover, as soon as the 
banks realized the convenience of holding Government legal 
tenders as part of their reserves, and as a means of settling 
balances, they continued to hold them in increasing quantities^ 
after the temporary arrangement with the Bank of Montreal 
had ceased. That this policy weakened the specie reserves of 
the country, is quite true, but as the Government had to find 
the specie to meet the notes, such difficulties as might arise did 
not affect the banks, further than as anything which injures 
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the credit of the coiuitry «U3 a whole inupairs every financial 
interest in it. 

But while the central object of the provincial note issue 
was a failure, no serious consequences for the Government re- 
sulted, for the public revenue rapidly improved in consequence 
of a lower tariff, a returning wave of prosperity, and an unusual 
expansion of imports even to the extent of considerable over- 
trading. Had the Government been forced to depend upon the 
success of the provincial note schemo, it must have been Badly 
disappointed, and its financial emibaorrasBment would undoubt- 
edly have greatly increased, with more or less serious conse- 
quences for the Bank of Montreal. As it turned out, the Bank 
of Montreal was very soon relieved of its congestion of Govern- 
ment securities. The Government aocount, instead of an em- 
barrassment to the bank, became a source of great profit, with 
large balances on deposit without interest. The prestige of 
the bank rapidly increased and with it the jealousy of the other 
banks, with the result that the Bank of Montreal, from 1867 
to 1870 was at once the most powerful and the most universally 
abused institution in Canada. 

The (progress of the circulation of provincial notes was 
very slow, but as tiie business of the counixy and the system of 
banking adjusted themselves to the new currency, their position 
became well established. As experience proved, provincial 
notes found a place for themselves in three directions, without 
to any appreciable extent disturbing the existing issues of the 
banks. In the first place, and to the largest extent, they took 
the place of the Bank of Montreal notes as they were with- 
drawn. In the second place, as legal tenders they took the 
place of a large amount of specie, which, being thus set free, 
ultimately passed out of the country, and, in the third place, 
they rendered unnecessary the importation of future stores of 
specie, which would otherwise have been required, to keep pace 
with the needs of domestic exchange. 

The retirement of Bank of Montreal notes was very grar 
dual, considering that every bank was supposed to send in daily 
for collection all the notes of other banks which came into its 
possession, and that none of its notes were reissued by the 
Bank of Montreal. The following table gives a monthly state- 
ment, to the end of 1867, of the circulation of the Montreal 
Bank notes and the provincial notes. It is to be observed that 
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the ebsAsment of jprorincial notes simply indicates the 
amount wMoh has left the BeceiveivOeiieial's hands. It was 
estimated at the time that at least one million remained nn- 
issued in the vaults of the Bank of Montreal and its chief 
branches^ while the greater past of another million was held es 
a permanent reserve by various other banks under special ar- 
rangement with the Bank of Montreal as already indicated. 

Bank of Montreal Provinoial Notes 

Circulation Outstanding. in Cironlation. 

1866 

September 93,187,000 

Ootober 2,768,000 f 2,1^0,000 

November. 2,429,000 3,418,000 

December 1,004,000 8,122,000 

1867 

Jannarj 1,660,000 8,206,700 

Febraary 1,306,000 3,160,700 

liaroh 1,176,000 8,248,700 

AprU 1,019,000 8,008,700 

May 912,000 8,229,700 

June 821,000 8,318,603 

July. 766,000 8,479,603 

August 678,000 3,222,603 

September 657,000 

October 603,000 8,918,242 

November. 644,000 4,008,242 

December 610,000 4,265,242 

The Bank of Montreal, both as financial agent of the Gov- 
ernment end in its own interest^ naturally sought to procure 
for the provincial notes as large and permanent a use as pos- 
sible. Anticipating that several of the banks, owing to their 
hostility to the new measure, would endeavour to return the 
provindal notes for specie as soon as issued, the Bank of Mont- 
ireal sought to make it as inconvenient as possible to convert 
the notes into specie. Presumably with the intention of facil- 
itating the issue and redemption of provincial notes, it had 
been arranged to have them issued find redeemed both at Tor- 
onto and Montreal. When this was put into actual practice, 
the Bank of Montreal utilized the arrangement to facilitate 
their issue and retairded their redemption, by making the notes 
issued at Toronto redeemable in Montreal and those issued 
at Montreal redeemaible in Toronto. This simple device 
brought down upon the bank and the Oovermnent the severe 
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earitkism of the vestem baniks and the lightdouB iindigiiatioii of 
the politioal pairty opposite. The device, however^ apparently 
effected its object. But ^en it was obeerved that ihiere was to 
be no continned effort to force the notes into cincolation, and 
that the circulation of bank notes was not appreciably affected, 
ihe excitement abated. Soon all alarm as to the evil effects to 
toUow the rerolutionary measure was dissipated. The good 
effects anticipated were equally wanting. The function of the 
notes being limited, their circulation waa limited also, and 
increased only with the needs of general banking for their ser- 
vice in the settlement of balanoes. 

Although the anticipated consequences did not follow 
their issue, the criticism of the essential unsoundness of the 
attempt to meet the financial needs of the Government by the 
arbitmry issue of Gkyvemment noteis^ remained bb valid as be- 
fore, and the subsequent experience of Canada with the Do- 
minion notes ha& not in the slightest weakened the strength 
of that criticifim. The exact part which the Government notes 
were destined to play in the Canadian system of currency, was 
quite in the nature of a discovery, alike for the banks and the 
Government. Thus out of the conflict between the friends and 
opponents of the Bank of Issue, something which was neither 
intended, on the one hand, nor regarded as admissible, on the 
other, actually resulted and has been accepted by all parties 
as hitherto quite practicable within proper limits. 

Such being the practical outcome of Mr. Galfs measure, 
the question still remained as to what should be done with 
the numerous bank charters which were to expire in 1870. 

After a short interval, Mr. John Eose, previously a suc- 
cessful Montreal lawyer, and subsequently an equally suc- 
cessful banker and statesman in Britain, succeeded to the poei- 
tion of Minister of Finance. He found the growing urgency of 
the bank question one of great difficulty. 

The old suspicion as to the instability and lack of safe- 
guards in the Canadian system, was given special point and 
force by the final collapse, in 1866, of the old and at one time 
powerful Bank of Upper Canada, and the suspension, in the 
following year, of its ancient and equally noted rival, the Com- 
mercial Bank of Canada. It was widely suspected, also, and 
not without considerable foundation, that several other banks 
were in a delicate position. All this gave more or less reason- 
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able ground for the f eeliBg that the Canadian system wsa at 
fault. Something more stable^ and less open to the oncertedn- 
tieo of the personal factor^ seemed to be required. The recently 
perfected National Bank System x)f the United States seemed 
to promise an excellent model. Owing to the myriad of State 
banks which had come into existence^ imder all manner of dif- 
ferent lawe and with every grade of Becxtrity, it had becomie al- 
most impossible to carry on business between different parts of 
the United States^ on any otiier than a specie basis. By intro^ 
dticinig a completely uniform and perfectly reliable currency, 
tile National Bank system had brought order out of chaos, and 
placed the currency of the country upon a perfectly sound basis. 
As a general system of banking it was, indeed, open to some 
objections. To Canadians, casting about for a reliable and 
uniform currency with which to equip the new Dominion, the 
American system had naturally many attractions. 

In Norember, 1867, the Bank of Montreal issued a state- 
ment of its policy and action in connection with the western 
banks, as a reply to numerous criticisms of its conduct during 
the crisis connected with the suspension of the Commercial 
Bank. Appended to this was a statement by Mr. King of his 
yiewB on the subject of an adequate banking system for the 
new Dominion. TQie system which he outlined was, as nearly 
as possible, a reproduction of that of the United States, even 
to reconmiending small independent banks. The issue of notes 
was to be restricted, and also to be secured by Government 
debentures deposited witli the Eeceiver-Qeneral. The banks 
should hold a certain reserve of specie, or legal tenders, to 
protect their deposits, and in default of payment (m demand 
there should be a summary winding up of the bank. Coupled 
•with this, he advocated a modified issue of Qovemment notes, 
to be a legal tender and limited in amount to the reserves held 
by the banks, against deposits, thus enabling the banks to hold 
their reserves against deposits in Dominion notes. 

The recommendations of a man of Mr. Sing's personality 
and professional distinction naturally attracted much attention. 
His views were shared by Mr. Paton, chief representative in 
Canada of the Bank of British North America, and, next to Mr. 
King, the most influential banker in the country. Mr. Eose 
himself doubtless held the same views. At any rate they were 
<X)mjplotely aiccepted by him, and embodied in a series of resolu- 
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tions which he placed before Parliament on May 14th, 1869, 
as the basis of an act establishing a new banking system, anci 
authorizing the continnance of the chartered banks for anothez 
ten years. 

In deference to a geneoral public demand, both Houses 
had appointed committees, during the first session of 
the New Dominion Parliament of 1867-68, to investigate the 
bonking conditions of the country. The committee of Senate 
reiported on March 30th, 1868, but the Commons committee 
simply framed a series of questions, which were submitted to 
most of the leading bankers, merchants and boards of trade 
of the country. The following session their replies were class- 
ified and published as a first reiport of the committee. The 
Senate committee, of which the Hon. D. L. Macpherson 
was chairman, was strongly opposed to any radical changes in 
the existing system of banking. The Commons committee, 
on the other hand, of which Mr. Bose himself was chairman, 
was evidently in favour of the views held by 'him, and its lean- 
ings were plainly indicated in the series of questions which it 
fnamed. The replies received exhibited a wide diversity of 
opinion among the bankers themselves. 

The third question submitted by the Commons committee 
was the most important, as touching the necessity for any change 
in the existing system. It asked, *' Do you favour the ©ystem of 
a direct issue of Government notes as a circulating medium for 
Canada, or that of having circulation based on Government se- 
curities, but issued to the public otherwise than directly by the 
Government ?'' Mr. Paton, of the Bank of British North 
America, was opposed to a direct issue of Government notes, 
but was in favour of bank notes issued on the security of Gov- 
ernment debentures. He thought this system might be com- 
pletely introduced within four years. The notes issued by the 
banks should be endorsed by a Government official, and when 
any bank failed the securities should be sold and the notes re- 
deemed by the Government Under these conditions specie 
reserves might be reduced to one-fifth of the circulation, to meet 
ordinary fiuctuations. The propotion of specie to be held 
against deposits payable on demand shoiQd be one-<third, and 
one-fifth against deposits on time. These views were shared 
by Mr. H. Stephen, merchant of Montreal, J. W. H. Eowley 
of the Bank of Yarmouth, Nova Scotia, and the Hon. R. D. 
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Wilmot of New Bmoswick, though the last gentlemaa 
leaned towaidfl a •complete Goyenunent issoe of p^per money. 
TIhe great magority^ however, indtiiding the representatlyeB of 
all the weetern banks, and of the banks centeriog at Quebeo 
and Hialilax, wero strongly opposed to any change in the ecdst- 
ing system. They were quite prepared, for the most part, to 
ha/ve the system amended^ with a view to increasing the securi- 
ty of the note holders and depositors. To this end several of 
them proposed an improvement in the qualifications of direo- 
toTC, the necessary accumulation of reserve funds, and the giving 
of effect to the double liability of shareholders in eases of sub- 
pension. They also favoured the publishing of more detailed 
returns by the banks, and many concrete suggestions were made 
on this point. 

As the opening of Parliament drew near and it became 
knofwn that the Gk>vernment proposed to bring in a bill making 
radical changes in the banking system, an extraordinaiy amount 
of interest was developed in the subject, especially throughout 
Western Canada which was chiefly affected. When Parliament 
assembled, a large number of representatives of the banking 
and commercial interests from all parts of the Dominion met 
at Ottawa and passed resolutions unanimously urging the ne- 
cessity for preserving the existing system of banking, particular- 
ly as regarded the right of the banks to issue their own notes. 
The Government^ however, persisted in bringing down its 
measure. The resolutions embodying it were moved by the 
Minister of Finance, Mr. John Rose, and seconded by the Pre- 
mier, Sir John A. Maodonald. It was found that the resolu- 
tions embodied veiy literally the views of Mr. King, together 
with numerous amendments and improvements guggested in 
a number of the replies brought out by the parliamentary com- 
mittees. The majority of these minor amendments were after- 
wards embodied in the first general Bank Act of 1870 and its 
enlarged form of 1871. 

In his speech in support of the resolutions Mr. Bose adopt- 
ed a very conciliatory tone towards the opponents of the scheme, 
who were not only numerous and infiuentiai, but many of them 
supporters of the Qovemment to which he belonged. He 
promised that ample time would be allowed to consider the 
plan in all its details. There were at present, he said, three 
systems operating within the Dominion, those of the old 



THE HISTORY OF CANADIAN CURRBNOY 88 

Province of Canada^ of Nova Scotia, and New Brunswick. A 
number of bank chartePB were about to expire, new banks were 
seeking incorporation and others desiring enlargement of capital 
and amendments to their charters. Hence the ugency of the 
question and the necessity of introducing some uniform, safe 
and permanent system for the whole country. Without making 
any special parade of the recent bank failures in Canada, the 
last of which had ocouired just a few days before, he neverthe- 
less adroitly used some of the revelations which had been made 
in connection with their management to indicate the weakness 
to which the whole Canadian system was subject. He skil- 
fully endeavoured to prove that Canada had quite outgrown its 
system, which was doubtless good enough for the country in its 
earlier days, but which was no longer suited to the larger and 
more extensive field which was opening up before the new 
Dominion, with a trade and industry destined soon to extend 
from the Atlantic to the Pacific. The primary consideration 
at such a juncture was a safe, national currency which would 
be of known value, and equally acceptable throughout the 
whole Dominion. He maintained that the Government had no 
special financial interest in the proposed change. He dwelt 
on the terrible confusion in the currency of the United States 
before the introduction of the National Bank system, which 
had wrought such a beneficial revolution in the monetary af- 
fairs of that country. 

It was not intended to effect any sudden changes in the 
practice of the Canadian banks. The banks would continue as 
they were until June Ist, 1871. After that they would gradu- 
ally reduce their present form of circulation twenty per cent, 
each year, replacing it by the new secured notes. The tran- 
sition would thufi extend over a period of five years. 

Taking up the most radical and popular objection to the 

proposed change, namely that it would curtail the capacity of 

the banks to meet the needs of the country, he tried to show 

that this fear had been greatly exaggerated. He admitted that 

it would require more capital to support the new system, but 

that was simply one of the conditions of its greater security. 

He sought to show, however, from bank statistics, that the 

need for additional capital wou!ld not be so large as commonly 

represented, while the number of applications for new charters 

and for the extension of ccvpital on the part of existing banks, 

(c) 
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indicated that there was pifenty of capital awaiting inve^ment 
in banking to amply provide for all extra needs. He pointed 
out^ further^ that the deposit and discount business of Canadian 
banks was rapidly increasing^ while their capital and note issue 
were far from keeping pace with it. This indicated, as he 
quite accurately anticipated, that an increasing proportion of 
the business of the country would be effected through the 
cheque and clearing system, rather than by an increase of note 
circulation. As to the necessity for elasticity in the currency, 
to suit the crop moving needs of Western Canada, he admitted 
that the banks would have to provide themselves with more 
notes than were required during the rest of the year. He urged, 
however, that the capital behind these notes would not be 
dead, while they lay in the vaults of the bank, inasmuch as it 
would be invested in Gh>vemment securities upon which a fair 
interest would be paid. Here again he appealed to American 
experience, where even larger crop movements took place, 
effected by the sending of money from east to west, as could alao 
be done in Canada. 

It was just here, at the most critical point in his argument, 
that he was least convincing, his point of view being essen- 
tially tbat of the eastern provinces. It naturally appeared to 
pnictical western bankeiB cmd merchants, as wholly unneces- 
sary to tie up a considerable portion of the capital of the coun- 
try in Government securities, simply for the purpose of fur- 
nishing notes for use during a couple or three months of the 
year. Neither did they relish the prospect of inviting eastern 
bankers to share with them one of the safest and most profitable 
operations in the year's business, the moving of the crops and 
the furnishing of return supplies for the farmers. 

In the sacrifice of the free note issue lay the insuperable 
objection to the new system on the part of most Canadian 
bankers, especially as, in their eyes, the note issue still repre- 
sented the central and most profitable feature in banking. 

The Government had apparently supposed that, as in the 
case of the opposition to Galf s provincial note scheme, when 
those of the ministerial party who were dissatisfied with the 
measure found the Government really in earnest they would 
fall into line and withdraw their apposition. But on this ccca- 
«ion their opposition was more radical. Even if the measure 
could have been forced through the Commons, it was very 
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doubtful whether it would pass the Senate^ where the banking 
and commercial element was particularly strong. The ques- 
tion had really come to be one affecting the Province of On- 
tario. In the other parts of the Dominion the changes in cir- 
culation which it involved did not greatly affect the financial 
position of the banks. In the end^ the Oovermnent^ realizing 
the strength of the opposition^ and in deference to strong and 
united pressure brought to bear upon it by the Ontario mem- 
bers^ agreed to postpone the further consideration of the reso- 
lutions until the following session. 

Mr. Bose^ accepting the result as a final defeat of his 
measure^ retired from the Government^ and accepted an im- 
portant position in the banking world of London^ where he 
rose to considerable distinction^ alike in finance and politics. 
AJbout the same time Mr. King retired from the manager's 
chair in the Bank of Montreal^ after bringing that institution to 
Temarkable power as a financial factor, not only in Canada 
but in America. When Sir Francis Hincks once more returned 
to Canada and to his old position as Minister of Finance, profit- 
ing by the esperienoe of his predecessors ho sought counsel 
chiefly from the western bankers. While duly regarding the 
value of American experience^ he ignored altogether the feature 
of Gk>vemme(nt securities as a basis for note issue, and developed 
the Canadian system along its own characteristic lines. 

Adam Shobtt. 



BOLDNESS EVER BLIND. 

This is well to be weighed; that boldness is ever blind, 
for it seeth not dangers and inconveniences; therefore it is 
ill in counsel, but good in execution; for in counsel it is good 
to see dangers, and in execution not to see them, except they 
be very great. Some in their discourse desire rather com- 
mendation of wit, in being able to hold all arguments, than of 
judgment in discerning what is right; as if it were a praise 
to know what must be said, and not what should be thought. 
It is a strange thing to behold what gross errors and extreme 
absurdities men do commit for want of a friend to tell them 
of them. The help of good counsel is that which setteth 
business straight. — Bacon, 



AN END OF BIMETALLIST AGITATION. 

TTHEBE axe few fields of controversy in which a greater de- 
^ gree of bitterness is manifested than in currency disputes. 
For over a quarter of a century the keenest of currency contro- 
versies has been that known as the bimetallic controversy. 
It is not a little strange, perhaps, that it was made a fundar 
mental issue in United States presidential election campaigns so 
late in the day as eight and four years ago, in view of the fact 
that the changes had then already taken place which were to 
destroy its vitality. Still more remarkable is it that, in the 
year of grace 1904, it should be necessary for Judge Parker to 
take so definite a stand in the matter of his adherence to the 
gold standard in accepting the Democratic nomination for the 
Presidency. It is remarkable because the difficulty, to meet 
which the adoption of bimetallism was advocated, is so near 
solution by other methods that the revivification of the bi- 
metallic agitation now appears a quite remote contingency. 

The agitation was supported, not merely by currency in- 
flationists, but by a substantial body of sober and thoughtfiQ 
men who sought a remedy for real evils. The separation of the 
latter from the supporters of the free silver programme may 
be expected to destroy whatever chance of adoption it may have 
had. And that separation has either already taken place, or 
must do so very soon. The evils for which they sought a 
remedy were of two kinds, though the two were intimately asso- 
ciated. On the one hand the persistent downward trend in the 
prices of most leading commodities presented dangers which 
seemed avoidable, and, on the other hand, the use of different 
standards of currency in different parts of the world had in- 
troduced an instability into exchange rates, between countries 
on a gold standard and those on a silver standard, which ham- 
pered international trade in a serious degree. The fall of 
prices was associated, by thinkers of the class above indicated, 
with the decreasing use of silver for currency purposes and a 
lack of adequate supplies of gold to take its place. The for- 
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ging of a link of connection between the values of silver and 
gold seemed to afford a means of enabling the white metal to 
supplement the yellow and offset the inadequacy in the sup- 
plies of the latter. Such a link, too, would restrain the violent 
fluctuations in exchange between silver-using and gold-using 
countries, and thus remedy the second of the evils complained 
of. 

The fact that silver mining had become an industry capable 
of fairly ready expansion to meet any established market de- 
mand for the product, led the partisans of silver to feel a 
greater confidence in the stability of value of silver than in 
that of gold, so long as the fluctuations in supply of the latter 
metal depended on the accidents of the discovery of fresh 
deposits hitherto unknown, generally in quarters of the globe 
previously little, if at all, explored. Gold, they felt, was plenti- 
ful or scarce, not in response to the needs of the business world 
for the metal for currency or reserve purposes, but according 
to the luck of explorers of new lands, so far as additions to the 
world's stores of the metal were concerned. The supplies of 
silver, on the other hand, could be readily enlarged, if needed, 
and to practically any extent needed. The opponents of free 
silver regarded this point as a source of danger, for the poten- 
tial supplies of silver were so great that the guarantee of a 
practically unlimited market appeared to threaten overwhelming 
inflation. Certainly the probabilities in favour of inflation 
attached to the silver party those who desired that result, and 
who would have felt not the least particle of enthusiasm for a 
measure such as the more sober bimetallists desired, a measure 
aimed at checking the fall in prices merely, not at substituting 
a rapid rise for the fall. The chapter of accidents has almost^ 
if not quite, separated the sober bimetallists, who sought sta- 
bility, from their inflationist associates, and thereby deprived 
the agitation of a very important element whioh lent to it 
real strength. The gold-mining industry in the Transvaal, 
and not in the Transvaal alone, but in Australia and in other 
parts of the world as well, is now dependent in a very large 
degree on the handling of known mineral deposits with effi- 
ciency and economy, rather than on the accident of the dis- 
covery of the new deposits. Not merely has the annual pro- 
duction of gold largely increased in recent years, but it haa 
become dependent on conditions which promise to make it 
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responsive to changee in the intensity of demand as it has 
never been in previous times. 

Correspondence between the needs of commercial nations 
for gold as the metallic basis of a currency seems^ then, assured 
now as certainly as a like correspondence could have been 
guaranteed by sober advocates of bimetallism through the 
operation of their schemes in the yefurs past. A great part of 
the reason for seeking to introduce bimetallism is, thus^ no 
longer existent. The problem is solving itself. And the same 
is true of the other phase of the problem, a phase more readily 
grasped than that just treated. No small part of the difficulties 
whose remedy was sought in bimetallism may be traced to the 
rush, of European nations towards gold as the basis of their 
currencies, in place of silver, in the early seventies of the last 
century. The newly formed German Empire, Prance, the three 
Scandinavian nations, all passed from a silver to a gold basis 
fit that time. In the case of Germany, not only was no new 
silver needed for coinage, but a large amount of old silver was 
displaced, and some of it was sold. Associated with France were 
her neighbours, Belgium, Switzerland and Italy. All four, and 
Spain as weU, use large amounts of silver still, but they 
offer no market for new silver so far a^ additions to 
coinage are concerned. Austria has, after a prolonged 
effort, achieved the reform of her currency and its re^ 
establishment on a gold basis. Russia has attained the 
same end, the new gold currency accepting the depreciation of 
the rouble during the period of inconvertibility, and making 
the gold formerly equivalent to one rouble now equivalent to 
one rouble and a half. Japan, almost simultaneously with 
Russia, in 1897, re-established the gold standard, going even 
further than Russia in the acceptance of accomplished f acts^ and 
giving its silver yen a valuation approximating to their metallic 
value, and but half that w<hich coins of that weight would 
have had a quarter of a century earlier. The United States 
resumed cash payments in 1879, practically on the gold stand- 
ard. The bolstering up of silver by the compulsory purchases 
under the Bland and Sherman Acts came to an end in Septem- 
ber, 1893, shortly after the Indian Government had put an 
end to the coinage of the silver rupee on private account. In 
India, the relation which has been established between silver 
Mid gold corresponds, in its acceptance of actually accomplished 
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depreciation^ to what Russia later carried through. Formerly, 
about 10 rupees were the equivalent of a sovereign, now 15 
rupees have that equivalence. India, unlike the other countries 
named, did not, and does not, aim at a gold circulation. The 
maintenance of an adequate reserve of gold enables the ex- 
change value of the rupee to be maintained without the actual 
circulation of the sovereign, a point which needs no elaboration 
in Canada. 

The success of the Indian currency experiment has had 
results of very great importance. It showed the practicability 
of the mode of procedure adopted, under circumstances differing 
considerably from those under which Holland had maintained 
a gold standard of values without a gold currency in her East 
Indian possessions. The year 1903 has seen substantial exten- 
sions of the application of the principle involved, and proposals 
for yet further extensions, which, if found f eaaible, will place 
the entire commercial world on a basis of gold valuations, at 
any rate, wherever convertibility on any metallic basis is main- 
tained for paper in circulation. In the Philippines, the cur- 
rency has been re-organized, and the new coin, wihich is to take 
the place of the Mexican dollar, is to be maintained at a value of 
fifty cents in American gold by means generally similar to those 
adopted in India. For the Straits Settlements, the first steps 
have been taken towards the attainment of a like end, in the 
issue of a special Straits dollar, to take the place in circulation 
both of the Mexican dollar, and of the British dollar which has 
been struck for general use in the East since 1895. The import 
of Mexican or British dollars, or of Japanese yen, has been 
made illegal, and the export of the new coin likewise. The 
determination of a definite rate of exchange of the new coin 
with gold will probably be made in due course, and measures for 
maintaining it will be of a similar nature to those adopted 
for India. It is understood that the authorities of French 
Indo-China have in contemplation action similar to that of 
India and the Straits Settlements. 

The two great silver-using countries which remain are 
Mexico and China. So far as Mexico is concerned, the Com- 
mission which was appointed early in 1903 reported, after very 
thorough investigation of the question, in favour of move- 
ment by Mexico towards the establishment of the gold stand- 
ard in that country. Not only has there been this investigation 
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of the question by Mexico, but, in association with Ohina, 
Mexico sought the assistance of the United States in its eflforte 
towards securing stability of international exchange. An Amer- 
ican commission was thereupon appointed, and, accompanied 
by delegates from Mexico, visited Great Britain, Prance, Hol- 
land, Germany and Russia. In each country the visitors met 
commissioners appointed to confer with them, and correspond- 
ence took place with «Tapan in addition to the conferences in 
Europe. The report of the commission sets forth a plan for the 
establishment of a silver currency in China, and securing a sta- 
bility of exchange-value between this currency and gold. In the 
absence of any Imperial Chinese currency, circulating through- 
out the Empire, the first step needed to bring China into line is 
the issue of such a currency, and the proposal made is that 
an imperial mint be established in China, under the super- 
vision of a foreigner, to be appointed by the Chinese Govern- 
ment, with the approval of the Governments of the great 
nations of the world. The coins which are recommended 
are to have a bullion value somewhat below their nominal 
value in gold, so as to leave scope for ordinary market 
fluctuations in the gold price of silver without the daur 
ger of a slight rise causing the coins to be consigned wholesale 
to the melting pot. The seigniorage, together with funds 
raised by loan if necessary, is to be used to provide a gold 
reserve, partly deposited in the principal financial centres of 
the world. By the sale of drafts on such centres, a check woxdd 
be provided against excessive depression in the value of the local 
currency. The ability and willingness of the Chinese Govern- 
ment to provide and maintain a gold reserve of adequate 
amount is assumed in putting forward these proposals, since 
without this the desired check on instability of exchange could 
not be secured. In furtherance of the work of the commission, 
one of its members has been further charged with a mission 
to China, to endeavour there to promote the objects aimed at, 
and to enlist the sympathies of European Governments to 
which was the purpose of the visit of the American and Mexican 
delegations to Europe. The difficulties to be overcome are not 
slight. So great are they, indeed, that the opinion of those 
whom the American visitors met in conference in England and 
in Bussia favoured deferring the measures aiming at the fixing 
of a gold-exchange value for the Chinese currency, until the 
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obstacles to the effective establishment of such a currency should 
have been overcome. Whether China will set up an Imperial 
silver currency in the near future, and take the necessary 
means to give to it the stability of value attained by the rupee in 
India^ cannot be confidently known. But the public discus- 
sion of such a measure, and the active efforts of the United 
States Qovemment, associated with the Mexican Government, 
to secure the adoption of such a plan, are of the greatest sig- 
nificance. 

It will be recalled that the International Monetary Confer- 
ence of 1878 was convened at the instance of the United 
States. France was associated with the United States in sum- 
moning the next conference of 1881. In 1892, once more, 
the United States took the lead in inviting other countries to 
hold a third conference. All three of these conferences were 
aimed at securing adhesion to some plan of international bi- 
metallism. The persistent efforts of the United States in this 
direction lead one to look for the mark of the cloven hoof 
in connection with this latest effort to solve the exchange prob- 
lem. But the nature of the solution put forward seems to mark 
the definite abandonment of all ideas of establishing silver as 
au international monetary standard on a footing of equality 
with gold. Silver currencies are proposed, but their values 
are to be rated to gold, and the latter alone would thus become 
the universal standard. It is true that in this last, as in former 
efforts, the idea that it is desirable to " do something for silver," 
makes its appearance. Both Mexico and the United States 
are greatly interested, as silver producers, in promoting the 
employment of that metal for currency purposes. But the 
chief action, looking to that end, which is proposed, is the in- 
troduction of a regularised employment of silver by the 
millions of China, and any settlement of the difficulties of 
•exchange with China would be likely to involve a proposal of 
that kind. 

It is of interest to note that the report, presented by the 
American commissioners, offers argument by which it is designed 
to prove that natural conditions are now favourable to a reason- 
able degree of stability in the value of silver. Three-fourths of 
the output, it is stated, is secured from ores in which the silver 
is associated with other metals, as copper or lead, the latter 
fonning the principal product of the industrial exploitation of 
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the ores. Thus th« fluctuations in the market price of silver 
do not affect^ in any great degree, the amount of the output 
of silver, so far as this large part of that output is concerned. 
Outside Mexico, the production of silver has not increased, but^ 
en the contrary, has even decreased, in recent years. Were the 
costs of working in Mexico to be reckoned in gold, as would 
be the case were Mexico to adopt the gold-exchange standard 
proposed, a further fall in the gold-price of silver would impose 
a check on the production from Mexican mines whose product 
is chiefly or wholly silver. In this way a restraining influence 
on overproduction, not felt so long as, with the silver 
standard, the cost of production is measured in terms of the 
product itself, would be introduced. Gould some stability of 
demand be added, the report argues that a tolerable approach 
to stability of value would result. The adoption of a rating 
of silver to gold roughly identical in all the countries adopting 
the gold-exchange standard, with silver as the chief or sole 
circulating medium, is offered as an influence likely to stabilise 
demand. Should silver rise in value to the neighbourhood of 
the point where the metallic contents of the coins would be 
worth their face value, a practically simultaneous cessation of 
purcJhases of metal for coinage purposes by all such countries 
IB relied on to depress the market value of silver anew, 
through the check to demand. On the other hand, the needs of 
large populations for a circulating medium is looked to to in- 
sure a constant outlet for the metal produced. Further, the 
industrial uses of silver are expanding, and already absorb about 
one-third of the product. There is thus anticipated a demand 
of some expansibility, and capable of a oonsiderable degree of 
regulation, and a production not liable to great increase merely 
as a result of the removal of much of the risk of fluctuation 
of price in the downward direction. 

Some surprise may be fdt that Mexico should be willing 
to see silver deprived of its position as the material of standard 
money, and relegated everywhere to a subordinate function. 
Silver, however, no longer occupies a place of so great im- 
portance among the industries and exports of the country as 
formerly. Other commodities are growing in relative im- 
portance, and other interests than those identifled with silver 
are gaining in influence. Thus the effect of a policy, which is 
calculated to dissociate the value of the coinage from the bul- 
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lion value of the material of which it is composed^ need no 
longer be judged bo much from the standpoint of those in- 
terested in silver-mining. 

To return to the point from which we set out, the events 
of the year 1903 seem to point as unmistakably as could be 
desired to the abandonment of the policy of seeking to unite 
silver and gold on a footing of equality as materials of money. 
One standard, and that the gold standard, is acknowledged as 
desirable, and not merely attainable, but, to all intents and 
purposes, the only one practicable. Much progress towards its 
universal establishment has been made in the last ten years, 
and the ground gained is not likely to be lost through obstinate 
adherence to a policy which appeared desirable to many at an 
earlier phase of the problem. Important changes have occurred 
tending to destroy the foundation of the more solidly reasoned 
arguments in favour of bimetallism, and accompliahed facts 
show that an alternative solution of the problem of establishing 
stability of international exchange exists. To adopt this solution 
in the few remaining important instances calling for treatment, 
commends itself as the simplest procedure. The United States 
no longer seeks to induce other countries to enter into an in- 
ternational agreement on currency matters, though it has sought 
the support of their approval of a plan for extending to Ohina 
the system of the gold-exchange standard, which has been 
found applicable so largely in the east. Even though the plan 
for Mexican currency reform should not be carried out im- 
mediately, and that for China should be found impracticable 
for a decade or so, the lines on which further movement is most 
likely to take place have been indicated with some approach 
to certainty. Bimetallism is no longer in the field as an urgent 
currency reform, free silver no longer menaces the stability of 
flnancisJ operations on this continent. As party watchwords 
these cries have lost whatever power or charm they once pos- 
sessed, and the policies they represented will be able to secure 
that dispassionate examination and judgment which can hardly 
be secured for the subject of violent political strife. Further, 
the field is now clear for an attack on other defects in existing 
currency arrangements. It is freely acknowledged that there 
is room for improvement, which may involve no small degree 
of reconstruction, in existing currency institutions, and not 
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least in those of the United States. To have got rid of one 
attempt to introduce changes, which many regarded as in- 
volving fatal risks, may prove to have removed a real obstacle 
ont of the way of the careful consideration of other proposals 
for reform no less fundamental, if lacking the spectacular 
dements of the free silver agitation. Freedom from agitation 
on currency matters seems too ideal a condition to be long main- 
tained. Perhaps the nature of the next great battle, around 
whatever flag it may be fought, will demonstrate that the spec- 
tacular element can be introduced into each successive con- 
troversy on monetary matters, however unpromising the matter 
which is made the subject of controversy. 

A. W. Flux, 
McQill University, Montreal. 



GOOD BREEDING. 



A Gentleman is a Christian in spirit, that will take a 
polish; the rest are but plated goods, and however excellent 
their fashion, rub them more or less, the base metal will 
appear through. 

An Englishman making the grand tour towards the middle 
of the last century, when travellers were more objects of at- 
tention than at present, on arriving at Turin, sauntered out 
to see the place. He happened to meet a regiment of .1- 
fantry returning from parade, and taking a position to see 
it pass, a young captain, evidently desirous to make a display 
before the stranger, in crossing one of the numerous water- 
courses with which the city is intersected, missed his footing, 
and in trying to save himself lost his hat. The exhibition was 
truly unfortunate; the spectators laughed and looked at the 
Englishman, expecting him to laugh too. On the contrary, 
he not only retained his composure, but promptly advanced to 
where tihe hat had rolled, and taking it up, presented it, with 
an air of unaffected kindness, to its confused owner. The 
officer received it with a blush of surprise and gratitude, and 
hurried to rejoin his company; — there was a murmur of ap- 
plause and the stranger passed on. 



THE BIGHT OP EMINENT DOMAIN. 

BY GHABLES GAUDET^ HEMBEB OF THE HONTBEAL BAB. 

IN a recent number of the North American Beview, Joseph 
Pulitzer, the most successful of New York Journalists and 
proprietor of the New York World, justifies his munificence to 
the College of Journalism of which he is the founder and bene- 
factor to the extent of many millions of dollars, by a plea, as 
strong as it is sincere, for the education of the editors and cor- 
respondents of the large American dailies who mould publjio 
opinion and enlighten the citizens of the vast Bepublic. Be- 
flective reason unmistakably points to our inadequate know- 
ledge of such questions as the relations of capital and labor, the 
regulation of public utilities by municipalities or by the nation, 
and of our ignorance of the legal bearing of such phrases as 
'TEminent Domain,'' 'tested Bights" and "Writ of Injunction.'' 
The conviction that Mr. Pulitzer is right in seeking to impart 
to journalists and through them to the public the legal know- 
ledge required to safeguard private property and civil rigihts 
against adverse legislation has prompted this short exposition 
of the principles underlying the laws of expropriation or, as 
English jurists have been pleased to call it, the Bight of Em- 
inent Domain. 

The true knowledge of the right of ownership with which 
these laws apparently conflict, are of vital interest to the com- 
munity. That a man must be master of the house he buys, 
of the shares in companies or of an interest in a business which 
he may inherit, that he may seiQ, give, lease, alienate, destroy 
or deal in any manner whatsoever with his property, determines 
hi? right of ownership. If you destroy or impair this right, 
the hidden power which goads men to action, the incentive to 
work dies with it. No man will take the risks of the merchant, 
the responsibiMties of the banker, the worries of the broker, 
unless he knows that the returns which are reaped at the ex- 
pense of such sacrifices are his and inalienably his. No plainer 
facts need be recalled to emphasize the sacredness of this prin- 
ciple than the results which followed its negation by Jean 
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Jacqnee Boufiseau^ the apostle of tlxe reyolution, and Mirabeau 
its rugged champian, and which France mourns in the blood- 
stained pages of its history. Besides these extreme and avowed 
violations of the right of ownership which Prondhon has tersely 
and defiantly expressed in these words 'Ta propri6t6 c'eet le voP' 
and which breed revolution and socialism^ lurks the occult 
danger of unjust legislation and the abuse of the right extended 
to certain corporations to expropriate private individuals. 

The right which the state has of depriving the citizens of 
his property and which it sometimes del^ates to corporations, 
constitutes the right of eminent domain and being an exception 
to the right of ownenship can only be exercised within the 
strictest limitations. Briefly these limitations may be summed 
up under four heads: 

1. That the expropriation be for public utility. 

2. That this be legally ascertained. 

3. That a just indemnity be previously paid. 

4. That all legal formalities be strictly complied with. 
No law exists wihich forces the individual to give up in- 
corporeal rights or movable property such as stocks, bond?, 
articles of furniture or works of art. Expropriations are direc- 
ted against real estate and the real rights attached thereto. 
The nation as well as the individual has rights. The require- 
ments of sanitation in overcrowded centres may require the 
opening of streets; in like maimer excavations and the tearing 
down of walls of private houses may be essential to the defence 
of the national territory, the development of the nation^s wealth 
may demand the construction of railways throughout the coun- 
try. All these are reasons which justify the inconvenience 
caused to the individual in the interest of the public. Parlia- 
ment and the legislatuire exercise this right and sometimes 
delegate it to municipal corporations and private companies, 
but it is doubtful whether a municipal corporation could em- 
power a private company to expropriate as was done by some 
mimicipalities in this province in view of the principle potestas 
delegata delegari nequit. 

The special law which authorizes expropriation proceedings 
ascertains its cause, but this is also done under a general statute 
by the body corporate so privileged. 

Aid. essential condition in all cases is that a just indemnity 
be previously paid to the person expropriated. Both the pro- 
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prietor and the lessee are entitled to tsuck a compensation. The 
indemnity is paid in money and previous to the fnise de pos- 
9essi(m. The value of the property at the time the expropria- 
tion proceedings are taken determines necessarily the amount 
of the indeiQiiiity. This includes the intrinsic value of the 
property and a compensation for damages suffered which varies 
in every case and may be assessed for instance in accordance 
with the depreciation of the commercial value of an adjoining 
piece of land, or by right of the inconvenience suiBEered by being 
deprived of access to a river or any of the innumerable causes 
which has framed our jurisprudence on damages. The lessee 
is entitled to an award proportionate to the enjoyment of the 
property until tihe expiry of his lease, to the costs of the 
improvements made to the property should they revert to the 
jnroprietor at the termination of the lease, to the expenses in- 
eidental to moving from the premises, to the coeta of repairs 
wthich have necessarily become useless, to the damages which 
this change may cause and to the excess of rental incurred over 
that previously paid. 

The law demands inexorably that the formalities pre- 
scribed in such cases be fulfilled. The neglect to comply with 
these requirements which vary according to the provisions of 
city cfakrters, of the Municipal Code or of the statute of incor- 
poration as the case may be, entail nullity. 

Ajware of the existence of his rights the haidheaded busi- 
nesB man wants to know how he is to exercise them, and of 
what use all these substantive rights are to him, when face to 
face with ^'parliament wbich is all powerful.^^ This phrase 
with a similar one "the King can do no wrong*' and many 
others, must be viewed through the glasses of constitutional 
limitations. It is for the intelligent citizen to choose and wield 
iiie arms which tihe law gives him. When despoiled of bis 
property without the observance of the required formalities, 
he has first an action to recover its ownership. To this he 
may add a claim for damages. When the legal formalities have 
becni fulfilled, but the indemnity has not been paid his recourse 
lies in an action for the recovery of the indemnity. He may 
likefwise have recourse to the writ of injunction against corpor- 
ations who do not comply with all ihe requirements of the law. 
The writ of injunction whose effectiveness has mischievously 
been alluded to as "government by injunction'' is effectively 
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used in England to restrain promoters from proceeding with a 
bill to set aside a covenant. It is not considered as an infringe- 
ment upon the privileges of parliament as this proceeding is 
directed upon the person and not upon the jurisdiction. This 
might have been an eflfective proceeding in the case of the 
recent regrettable legislation by which a large pulp company 
had its property bodily taken from it by unscrupulous and more 
powerful opponents. Public interest often serves as a veil for 
spoliation and corporations and others having large mercantile 
interests should adopt the policy of prevention by a careful 
scrutiny of proposed legislation. Ittiis would serve as a check 
on the greed of promoters who despoil private interests which 
the legislators may in certain cases overlook in good faitji. 

This succinct exposition of the Bight of Eminent Domain 
which covers the elements of the subjects only, is not meant 
for the large corporations who are naturally advised by most 
learned counsel in these cases. Even here, however, the im- 
portance of a thorough knowledge of such an important branch 
of our law may be drawn from the disappointment which two 
large companies shared in Toronto a few days ago. While 
both were exhausting all the resources of diplomacy and finance 
to purchase from a proprietor an enviable site for a railway 
station, a third company, better informed as to the Right of 
Eminent Domain, made a demand in expropriation on the said 
party, gave due notice and having complied with all legal for- 
malities won the privilege which is accorded to the most dili- 
gent in such cases. The law in cases of expropriations decrees 
with total disregard to the sacred text "the race is to the swift." 



"BUT/' ITS OFFENSIVENESS. 

" But *' is to me a more detestable combination of letters 
than " No " itself. No is a surly, honest fellow, speaks his mind 
rough and round at once. But is a sneaking, evasive, half- 
bred, exceptions sort of a conjunction, whicJh comes to pull 
away the cup just when it is at your lips: — 

. . . . It does not allay 
The good precedent; — ^fie upon hut yet! 
But yet is a jailor to bring forth 
Some monstrous malefactor. g.^ ^^^^^ g^^^^ 



A MONTREALER IN MEXICO. 

A. R. DOBLE. 

T N a certain big three story house dwell three large families. 
* The smallest of these inhabit the top flat, where they live 
in a qniet, unoetentatious but comfortable manner. The largest 
family of the three occupy the middle floor; they are a some- 
wht t noisy Crowd, disregardful often of their neighbours* rights 
and of conrentionalities, but at bottom good-hearted and hos- 
pitable. 'Kieir style of living betokens opulence, though some- 
what lacking in refinement, for they are wont to vary a display 
of much fine raiment with an exhibition of shirt sleeves at the 
windows. They haven't made very good friends with their 
neighbours above or below, whose property they are thought to 
covet. The folk on the ground floor have lived within them- 
selves a good deal and are little known to their neighbours, but 
they have often given proof of a kindly disposition and of an 
open and progressive mind. To be sure the dwelling has a base- 
ment, inhabited by a rather turbulent and motley crew, with 
whose quarrels the other tenants seldom interfere, though the 
second or middle-floor people have at times evinced a disposition 
to go down and clear them out. 

Now the name of this house, or tenement if you will, is 

" North America/' and the three important tenants thereof 

are, as is well known, Canada, United States and Mexico. 

The reader, who will have no difficulty in locating himself on 

the top floor, is asked to call with me on the people two stories 

below. Perhaps he doesn't believe in visiting his neighbours; 

mayhap he has had unpleasant experiences in that line with the 

family immediately beneath, who are apt unconsciously to 

repel strangers by displaying undue curiosity as to the contents 

of any little parcels they may have with them. But pray set 

aside preconceived ideas a^ to the propriety of getting intimate 

with your proximities, and come with me. 

(d) 
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Dropping allegory, let me assure you that our not very 
distant neighbour in the family of nations is well worth culti- 
vating. Theirs is a land in the early morning of development, 
but witih a record of wonderful accomplishment in the brief 
space since sunrise. It is a land of immense natural resources 
and of wonderful natural beauty. It is a land of palm and pine, 
of tropic heat and eternal snow, capping the greatest peaks in 
America — ^a range of climate capable of producing almost every- 
thing nature and man jointly or severally can produce. 

The Mexican people are shrewd, courteous and prosperous. 
This description covers their business, social and personal as- 
pects. In neither of the three are their ways our ways. In 
some respects it might be better for us if they were. There 
are few nations from whom we Anglo-Saxons might not learn 
something; but seldom are we willing to do it. Yet he who 
goes down to meet the Mexican must learn patience if on busi- 
ness, often to put off till to-morrow what he woidd rather do 
to-day. If on pleasure bent, he must learn to use politeness 
and consideration towards those with whom he is brought into 
contact. If to make a study of a most interesting country and 
people be his object, it will be best achieved by the exercise 
of tact and judgment and by falling in as far as possible with 
the ways and manners of the land. The gaping tourist, dis- 
regarding local prejudices and profaning national sanctuaries is 
as ridiculous and objectionable in these as in other foreign 
parts. 

And here I may say what perhaps should have been said 
at the outset — ^I am attemipting no guide to Mexico. For that, 
consult Baedecker, who has, I suppose, attended to this in com- 
mon with other countries. I am simply jotting down a few 
impressions left by a three weeks* sojourn in the republic. 

We entered Mexico by the front door, which is the port of 
Vera Cruz, we left by one of the side entrances to TJncle Sam's 
territory. The water route is greatly to be preferred unless time 
be an object, it is five days by rail from Montreal to Mexico, 
and ten or eleven by water. One can break the journey com- 
fortably at Havana, and, while waiting for the next steamer, 
see something of beautiful Cuba. But this must be done on 
the way down, for quarantine regulations do not permit 
passengers in transit from Mexican ports to land at Havana. 
The Ward Line Steamers are comfortable and their pas- 
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sengers are well treated. Before reaching Vera Gniz a rtop is 
made at Progreso^ a piece in Yucatan of comsiderable im- 
portance. There is no harbour^ but the steamer is anchored 
ten miles off shore^ and the cai^ lightered. We got to know 
the vicinity pretty well, for we struck the place on one of the 
numerous feasts or ^'fiestas'' observed in Mexico, and the 
greatest of them all at that, " Cinco de Mayo,'' or 6th of May, 
the National holiday and a Mexican: 4th of July. Not a native 
would work, had any been willing to do so the port authorities 
would not (have permitted it, while on the following day most 
of the workmen were recovering fxom the effects of the celebra- 
tLOK ** Pulque,'' the national exhilarant, is cheap, and its after 
effects are nasty. So our good ship lay in the tropicid sun off 
the low, sandy, Yucatan shore for three solid days, with 
ehark-fishing the sole amusement. Sharks indeed there 
were, aplenly, but they were canny chaps and knew the 
exact d^erence between a lump of pork on a big hook aiid 
good wholesome plain food. The skipper said they were old 
sea-captains reincarnated; this would account for their wisdom, 
but perhaps the pilot fish which keep them company have 
something to do with such perspicacity. At any rate no 
shark was hauled aboard, but there were sdways dozens of them 
close to the ship and plaiidy visible. When the unloading of 
the vessel began, it was a wonder to see the fellows work. 
Nearly every man was a Sandow, and the way each one of them 
handled steel rails and other heavy and awkward merchandiBe 
was marvelous. At night, we had our first view of the 
Southern cross, set low in the heavens above the town, a bit 
askew, but a celestial jewel of rare beauty. 

We arrived off Vera Cruz Sunday morning, and anchored 
hard by the Mexican navy. It is not a very extensive or im- 
posing affair and might serve as a model to other nations when 
disarmament becomes general. But there was another fleet 
awaiting us, for no sooner vras the quarantine flag lowered, than 
over a hundred bumboats or other very inferior craft made a 
dash for our ship, and their navigators poured aboard. Pretty 
soon all the passengers were dickering with these gentry to be 
taken ashore, for, sti'ange as it may seem, the steamship com- 
pany sells through tickets from New York to the City of 
Mexico and yet leaves the tiny link in the chain of communica- 
tion represented by a few hundred feet of water, 'twixt ship 
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and 6hore to be coimected by an extortionate boatman. 
Thoughtful friendfi had prepared better things for ub, however, 
for we were taken off by the railway company^s boat and enter- 
tained by their terminal superintendent nntil the departure of 
the afternoon train for Orizaba. He even held the train half 
an hour to enaUe ns to finish comfortably the lun'Cheon he 
had provided I 

Small toads from the Montreal puddle might be pardoned 
for swelling visibly at such attentions. However, we had 
reached a country where not even the railways are in a hurry. 

Vera Cruz is a good place to get out of. Yellow Jack, 
wiih the alliance of a few other unpleasant ailments more than 
decimates its population annually. Tourists usually get away 
from the hot country by the first train. Mexico City is a night's 
journey distant and wise travellers break it at Orizaba^ where 
one can sleep in comf prt at an altitude of 4,000 feet and con- 
tinue the 'farip in the morning. Orizaba has good water 
power in the vicinity and large cotton mills are operated there- 
by. It has also a big brewery, whose product is famous through- 
out the republic; justly enough, judging from samples. 

Soon after leaving Orizaba the train passes the foot of 
'^Pico de Orizaba,'' whose snowy summit is over 18,000 feet 
high, and commences a wonderful climb, making in 18^ miles 
an ascent of 3,071 feet. Mountain and valley and stream 
unfold in a wonderful order as the train slowly winds, snak&- 
like, up and up, hauled by powerful double-ender engines which 
yet seem almost two weak for the tremendous task. Some of us 
sat on the steps of the rear platform of the last car, and those 
who did will, I am sure, never forget the wonder of it aU. 
Mile after mile of slow, patient, painful cUmbing and at last 
a stop in rare air at an elevation of 8,000 feet. At Esperanza, 
just beyond, we dined at a station resturant, than which there 
are many worse much nearer home. Then the journey was 
resumed over the great plains dotted with the maguey plant 
which yields the pulque, before alluded to as the national 
beverage. This fiuid is of a milk and water colour, and 
when in proper condition tastes not unlike buttermilk. It is 
then wholesome and not unpalatable and contains about the 
same alcoholic percentage as light beer. It is collected by the 
insertion at the base of the plant, of a siphon formed out 
of a gourd, one end of which leads to the operator's 
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mouth. The operator aucks and the liquid flows into the ves- 
sel, from which it is transferred into pigskins where it 
matures for a day or so. As fermentation proceeds and the 
stuff ages, it becomes highly intoxicating and in this state is 
largdy consumed by the peon or labouring class, often with the 
addition of wood alcohol! A large portion of the revenue of 
tho Mexican Railway is derived from, the carriage of pulque, 
the consumption of which is something enormous. The con- 
struction of this railway is somewhat unusual even in Mexico, 
steel ties being used throughout. There are not altogether 
satisfactory on account of their rigidity and failure to hold the 
ballast and will probably be replaced by hardwood, which is 
almost universally utilized for the purpose in tropical countries. 
There are three classes of railway cocu^hes on all the lines, and 
smoking is allowed in any of them, even the train hands in- 
dulging in the weed. The first-class cars are comfortable 
enough and on night trains standard Pullman sleepers are oper- 
ated. The Mexican Bailway is largely owned and managed in 
England, and until recently was equipped with English car- 
riages. Its engines are built in Glasgow. Formerly all 
the lines in the country were narrow gauge but many have 
lately changed to standard, or have such a change in contem- 
plation. 

You may now imagine yourself in Mexico City, and if you 
expected to come to any xmkempt, uncomfortable, half-civilized 
town, you will be pleasantly surprised. You, Mr. Montrealer, 
who have been proud of the commercial metroplis of the Dom- 
inion, will find that your town is outclassed in many respects 
by the Southern city, which in population goes that of the 
North about 100,000 better. You will find wide, well-paved, 
well-lighted streets, free from overhead wires and unsightly 
poles. Wires are put underground in the central part of the 
city and are strung on one set of poles in the outlying sections. 
You will see handsome buildings, public and private, built, for 
the most part, aroand flower-filled courtyards. Everywhere you 
will find police, mounted and foot, the former wearing a steel 
helmet whicfh shines brightly in the sun, the latter carrying a 
lantern which bums dimly at night. (This is deposited in the 
middle of the street, don^t run into it or you may be fired at, 
though not, necessarily, hit.) 

The climate of the city is considered trying to strangers, 
who usually feel the effect of the great altitude soon after 



64 JOURNAL OP TEE CANADIAN BANKERS' ASSOCIATION 

arrival. If they escape trouble then, they will probably get 
along very well for several months, but in the long run it tella 
upon them. Living two miles up in the air is altogether dif- 
ferent from living near the sea level, and it is estimated that the 
air at such an altitude as 7,400 feet, that of the City of Mexico 
contains 25 per cent, less oxygen that at the sea level. Lungs, 
of course, have to adapt themselves to sueh circumstances and 
the prooesB is eometimes attended with considerable discomfort 
to the proprietors of those organs. The -daily regime of the 
native is that best suited to the climatic conditions, and con- 
sists of a light breakfast of fruit, coffee and rolls, usually ser- 
ved in one^a own chamber, a meat breakfast, 0quival>ent to a 
hearty luncheon, at noon, and supper or dinner, a less heavy 
meal than luncheon, at seven. Office hours, to fit in with this 
arrangement, are from ten to one and three to six. From one 
to three business practically ceases, even the shops put up 
their shutters and all hands go homie. The banks nominally 
remain open, but there is little doing and nearly all the officials 
leave. Their closing time is four. 

The country is on a silver basis, the standard being the 
dollar, whose value, of course fluctuates with the metal. There 
is a limited gold coinage, also a considerable bank note 
circulation, partaking largely of the nature of the "wild- 
cat'' currency of American ante bellum days. In the 
country districts the circulating medium is the silver dollar^ 
the peons look with suspicion upon paper money, and 
are wont to ask when rendered payment in that form, where 
they can get that "boleto'* (or ticket) cashed. The question 
of monetary stability is receiving considerable attention at 
present and it is proposed to fix the value of the Mexican dollar 
at 60 cents gold, putting the country on a gold basis. 

The shops of the capital are most attractive, particularly 
those devoted to jewellery, and if a leading Montreal house 
ranks next to Tiffany's on this continent, one concern in 
Mexico makes a pretty good third. Buying in the shops id 
quite interesting for it invariably means bargaining. The 
merchant usually asks twice as much for his wares as he expects 
to get and thiee times as much as he will take. In the 
thieves' market and in the department store, no reasonable 
offer is refused. This thieves' market is a most unique in- 
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ctitution. In a corner of the city, duly allotted to them, the 
light-fingared fraternity hold market daily until noon, though 
Sunday is the great day for trade. The thing to do, when 
relieved of any article of value, is to hurry down to the market 
to buy it back as cheaply as possible before some other fellow 
gets it! How the curio hunter would revel in the place, and 
what delightful bits of brass and porcelain are to be picked up 
for a few centavos. 

And Sunday is the day of days for others than thieves. 
The faithful — ^largely of the fair sex — ^go early to mass, and 
then resort to the flower market to purchase the gaiidy blossoms 
of the tropic lowlands and the sweeter, though less showy buds 
of the temperate plains. From twelve to one there is a parade 
through the Alameda or Central Park, where under awnings 
spread over the walks for the occasion, the grave seiiors and 
gay senoritas of the town saunter to the music of the band. 
Up one walk and down another in two opposing streams they 
move, perchance resting awhile on the seats with whioh the 
walks are lined, to watch the merry throng pass by. 

After the parade the midday meal, taken perhaps in the 
open-air flowery courtyard of the Hotel Iturbide or other weil- 
kuow restaurant, a good orchestra playing the while, and then 
the bull ring, or Plaza del Toros. The unequal conieat between 
the beafit and his human antagonist has often been described, 
ALd is in part a remarkable display of human agility and in 
part a barbarous exhibition of wanton cruelty, this latter char- 
acterization being warranted by the sacrifice of half a dozen 
poor old blindfolded horses to the fury of each bull. Though 
the sport is immensely popular it does not receive the support 
of the President or his wife. 

After the performance all Mexico goes awheel, ajid the 
populace in private carriages, automobiles and public cabs pro- 
ceed slowly along the beautiful Paseo de la Beforma to Chapu- 
telpec, where, crowning a steep hill stands the castle, now a 
residence of the President, but once, for a short space, the 
home of the luckless Maximilian and the unhappy Carlotta. 
It was also the scene of a heroic defence by a handful tof 
cadets against the Americans in the war with that 
country and for that reason, is to the Mexican, holy 
ground. Surrounding the castle is a fine park through 
which the drive is continued, the carriages then return- 
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ing to the city. From the city to the castle, a distance of 
fiome four miles, there is, every fine Sunday afternoon, an 
unbroken line of vehicles, the occupants arrayed in their best — 
women in light lacy garments, men in frock coats and tall 
hats. At sundown there is a rush for town before the always 
chilly night air demands wraps and overcoats. At nine o'clock 
the theatres open, where the performances continue till well 
after midnight. An admission fee entitles attendance through 
one act; to remain for another necessitates th'e purchfise of a 
fresh ticket. One act is about all the average foreigner will 
require, but the native, assisted by lengthy intermissions and 
frequent refreshers, usually stays until the hero and heroine 
interwine and the villain perishes. 

The city enjoys cheap and good transportation by means 
of street cars and cabs. The former are operated by electricily, 
with the exception of a few lines where mule traction still 
survives. The fares are graded, but five cents (Mex.) will pay 
for a long ride. The cab service is excellent, and is divided 
into three classes, namely, blue, red and yellow, distinguished 
by coloured fiags of tin carried on the box beside thie driver, 
who turns the signal down when he has a fare. The dasses 
rank in the order named, the blue tariflE being 75c Mex. per 
hour, the red 50c and the yellow 25c, a ** pourboire '' being 
expected in addition. The reds are the most numerous and 
are fairly well kept> the yellows are pretty shabby. Every 
month the authorities conduct an inspection, with a view to 
ascertaining whether cabby is entitled to the rank he wears; 
should he fall below the required standard he is reduced to a 
lower class. The vehicles are of the type familiar to Mon- 
trealers. 

One of the funniest sights is to see bulky articles trans- 
ported by hand. On the day after our arrival we were greatly 
amused at the spectacle of a good sized square piano being 
borne down the street by three husky chaps who went along at 
a steady jog-trot. Someone was evidently moving house, for 
the " pianny '' was followed by a miscellaneous assortment of 
household articles all jogging along in the same way. Our 
trunks went to and from the station each on the back of one 
of these coolies, and there was no delay in transit either. 

During the second week of our visit I had occasion to 
visit a large construction camp near the city, and the wonderful 
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strength of the labourers was again manifested. On a mountain 
fiide some Uasting had been done and the trail was obstructed 
by large stones — crocks, in fact. Three peons were removing 
these, and we watched two men help a third get on his back 
a stone which my guide assured me weighed 250 to 300 lbs. 
Once this burden was comfortably settled he tripped ofiE at the 
usual gait and deposited his load a couple of hundred yards 
away. This for less than 50c, our money, a day ! Truly, the 
labourer is worthy of his hire. 

The fnune which endures such toil is nourished almost 
entirely by beans and '* tortillas,^' the latter being little flat 
cakes of coarse corn meal, baked on a flat stone or sheet of 
metal. They are the universal substitute for bread amongst 
the poorer classes. Such fare is cheap, and other wants are 
few. The habitation will be formed of ^' adobe/' or sun-dried 
mud bricks, and will be innocent of bed, table or chair, perhaps 
of window too. For clothing, cotton garments will sufiSce while 
working in the heat of the day, and the inevitable '^zarepe,*' 
or gaudy blanket, will give needed warmth when the sun is 
down. For headgear, a great straw sombrero, conical in form; 
for a raincoat, the skin of an animal or a thick mat of coarse 
grass. Such duds are often the vesture of a fine form and 
a face not unattractive though betokening little intelligence. 

The prevailing religion of the coimtry is Soman Catholic, 
but it has no government support. In fact the Churdh owns 
no property and occupies land solely as the tenant of the State, 
which allows the free exercise of all faiths. It permits no 
Teligious garb on the streets and allows no processions or other 
outdoor ecdesiastical function. Notwithstanding these re- 
strictions the mass of the population are loyal adherents of the 
Papal See, the devotion of the Indians, in many parts, being 
particularly marked. 

The reader will have inferred that the Mexican is a pur- 
suer of pleasure. With other Spanish peoples he shares a love 
of gambling. He is able to satisfy his desires in this direction 
by betting at the bull ring and the races, at baseball and other 
games, at cards and in lotteries. The sale of lottery tickets is 
very great, and they are dealt in freely on the streets, where 
they are purchased by all classes of the community. The great 
lottery is under the management of the government, and is, 
consequently, "on the square.*' 



58 JOURNAL OF TEB CANADIAIf BANKERS* ASSOCIATION 

In business the Mexican is keen cmd shrewd. He is a bom 
negotiator and loves to drive a bargain. None of your oflE- 
hand methods for him. An important transaction is some- 
thing to be thought about and talked about for weeks, every 
inch of ground is stubbornly contested^ but each side will exhibit 
the utmost courtesy throughout the entire proceedings. 

The language of the country is, of course, Spanish, a 
tongue easy of acquisition by anyone with even a limited ac- 
quaintance with French and Latin. In the capital, English, 
German and French are widely spoken, many business men 
having a conversational knowledge of all three. In all the 
large shops English is understood, such is also the case in the 
hotels. We, who own English as our mother tongue, are 
essentially a one language people, and, considering, our own 
good enough for anybody are at no pains to acquire another. 

Speaking of hotels, it is there that one feels the foreign 
surroundings. The best hostelries are far from uncomfortable 
though they are run on a rather antiquated plan. Our hotel, 
one of the best in the city, was built, as usual, around a court- 
yard or "patio,** the accommodation for each guest consisting of 
a sitting room, entered from the courtyard, and an adjoining 
bedroom fronting on the street, with French windows opening 
on a balcony. In one comer of the sitting room was a fixed bath, 
hidden by a screen, the tub being the kind in common use 
before the present porcelain affairs came into vogue. On rising 
in the morning my bell would be answered by a chambermaid 
at whom I threw what Spanish I had mastered, viz. : "Bano 
f ria,*' meaning cold bath ; the equivalent for a hot one would be 
" Banc caliente.** The maid would pass the word to the porter 
who would leisurely proceed to carry cans of water from the 
distant tap and pour them in the bath. Having hauled the 
requisite amount of ''agua '* he would arrange the towels and 
screens and retire, probably with a request to send the waiter. 
That functionary would take the order for breakfast, consisting 
of fruit, rolls and coffee or chocolate. This would be on hand 
by the time ablutions were ended. When the chambermaid 
" does up '* the rooms the bath is bailed out, there being no 
waste pipe attached and no way of even tilting the tub to 
empty it quickly. 

The hotels are all managed on the European plan, and as 
a rule the restaurants attached to them are not very good. 
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There are a inimber of independent caf^e however where one 
need have no fear of the cooking. This is done entirely by 
charcoal, coal being but little used and no gas being available. 
Coal is very expensive and has to be imported. While this 
is being written there is on way from Nova Scotia to Mexico 
the first cargo of Canadian coal consigned to that republic. 

Perhaps the high cost of this fuel has something to do 
with its infrequent use for heating purposes. Very few public 
or private buildings have provision for heating by any 
method whatsoever, which seems an uncomfortable state of 
affairs in a climate where the temperature sometimes touches 
the freezing point. 

Important as is the metropolis, and surrounded as it is 
by flourishing suburbs, and the populous towns in the Federal 
District, one has not to go very far to Tewah. wild and wonder- 
ful places, little frequented by man and untouched by his works. 
Less than 100 miles away where a water power is being de- 
veloped, the natural surroundings are so wonderful that 
proximity to any large northern city would have made the dis- 
trict world-famous, a mecca of turists and a resort of the 
neighbouring city folk. The formation resembles giants steps 
leading from the temperate zone to the tropic lowlands 7,000 
feet below. Each step measures from 300 to nearly 800 feet, 
as sharply cut as a stair, and at each drop there is a water fall 
of exceeding beauty — ^five of them in all. 

It is an ail day journey to this 'district, accomplished partly 
by railway and partly by mule team or on horseback. A drive 
over mountain roads during the rainy season is no ordinary 
outing, and the traveller is kept constantly on the qui vive by 
the remarkable scenery, by apprehension as to his personal 
safety and by sympathy for the mules. The six wiry little 
creatures constituting a team are plied with the whip every inch 
of the journey to keep them from loafing. 

The conmiercial importance of the country is fast in- 
creasing, and its capacity for development is being recognized 
by others than Americana who have long had great financial 
interests there. Years ago also, the Germans saw that the 
business of Mexico was worth capturing and made arrangements 
to obtain and retain it. That they were successful is proved 
by the fact that Germany controls the trade of all Spanish- 
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American countries. She has done this by sending to those 
countries men who could speak the language, and wiho were 
sharp enough to learn native requirements and to supply them. 
It too often happens that while John Bull is explainingi the 
beauties of the " what's good enough for me is good enough for 
you theory/' Uncle Sam or some other fellow is doing the busi- 
ness. Here is a case in point: The Mexican farmer wonH use 
a two-handled plough. He chops one of the handles off, whioh 
makes the implement lop-sideid. Now it is waste of time 
trying to convince Juan that a two-handled plough is the thing. 
In the middle of the argument along comes the other fellow 
with a nicely balanced single-handle affair, and which do you 
think Juan will buy when he requires a new one? Of ths 
greatly increasing trade of Mexico it is worth Canada's while 
to secure a share and there is a right and a wrong way of 
going about it. 

The governmental system of a country usually receives 
considerable attention from the critical stranger who often 
ccmmitts unpardonable impertinence in dealing with it. I 
shall avoid such an offence. Travel is probably as free and as 
safe in Mexico is in our own country, and law and order are 
universally and effectually maintained. 

Modem Mexico owes its progress and prosperity largely 
to its great President. In the forefront of the rulers of the 
earth, past and present, stands Diaz, receiving the veneration 
of his own people and commanding admiration from men of 
alien race. Soldier and statesman, of dauntless courage and 
infinite tact, far-sighted, confident and determined, he has', in 
a short score of years lifted his country to its present high 
place among the nations. The world has few men such as he, 
but where one is found, whether in a palace or in an office, 
there is a place of quietness and order, where, of a truth, 
mortals fear to tread, but in whose precincts it is a privilege 
indeed to serve within the influence of the master mind! 

Much more might be said about this great country, even 
by one whose sojourn was a brief one, but I must stay my hand, 
lest, like Lawson, I boil over into the advertising pages. Mexico 
is beginning to receive much attention from the contemporary 
press. One can hardly pick up a newspaper or magazine with- 
out finding it the subject of an article. It must be remem- 
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bered^ that no casual visitor is competent to write accurately 
of any strange land^ and his readers must necessarily see through 
a glass darkly. No page of nature can be transcribed in print; 
the prose of city and plain^ the poetry of valley and peak, the 
song of forest and river, punctuated ss they are by man and 
his works can be read understandingly only at first hand. And 
he who has opportunity to read that living volume most worth 
reading will find a chapter of absorbing interest under the 
caption "Mexico.'* 



AUTOBIOGRAPHY OP A BILL. 



(I 



Ha! ha! Ixa! laugrhed the ten dollar note, be the Direobors 'threw 
him In. " You may burn me up because I am old, bwt I've had my 
little flin^. A«hes to ashes and dust to duat is your own d«8tlnaitiofi. 
But you'll g<et a hole in tlie wormy soil instead of a <flean cremation." 

"When I was crisp and fresh and new, I paid a marriagre fee. 
The pareoD expected twice as much and sneered a sneer on me. 
But he dldn'it know wihat the bridegroom knew at a subsequenter 
date, that the bride was dear at any price, which same he learned 
too late. 

"Money to burn! I've been burned before, and done some burn- 
ing toa The eouls I've seared and their records marred would 
eoandaliae a few! A tenner isn't very much, but, when you stop to 
think, it will buy a fair amount of fun and a mighty lot of drink. 

" Prom stoner to saint is a sudden ascent and some might con- 
sider it shocking, but a versatile bill has a part to fulfill in an alms- 
box as weU as a stocking. TardfT to heaven>— tribute to hieli-^ead 
or tail— Hwhlcto is It? Howe'er you essay the narrow way you're 
like enough to miss It. 

" I've padd for the knell of the passing ibeu and left the soul in 
the lurch — I've been sanctified a score of times on eiltars of the church 
-"I've sailed with' the chips on Atlantic ehiips, and, to show my 
relation to crin^ my surface retains unmistakable staJns of a 
san-gulnary time. 

So, microbe and germ, I'm ready to bum. Incense to mammon and 
lust! Welcome the flash that shall turn me to ash, and the ashes 
that crumble to dust! Then my smoke shall arise as mist to the 
skies, and a phantom shall form in the air, The Sign of the Dollar! 
To dunce and to scholar, ambdtion— delusion— despair! 

A. R. DOBLE. 



WAB FINANCE AND BANKING PROFITS. 

AT first thought it might appear that a great war, costing 
hundreds of millions of dollars, most of which has to be 
borrowed, would bring tremendous benefits to the banking com- 
munity. And so, perhaps, it does — ^f or a time. 

Speaking generally, bankB are never so prosperous as 
when interest rates are high. Their money, or more properly 
speaking, their credit, formfi their stock-in-trade; and when 
they can dispose of it at high rates their profits are increased. 
One of the very noticeable eflEeots of the Boer war was the 
hardening in interest rates which it brought about. Tlhis 
phenomenon did not pass away when the war ended. After 
peace was declared money remained dear and scarce. Indeed, 
it might be said, that this has been the case almost down to 
the present time. Of couirse other influences besides the war 
contributed to this result; some of them may have contributed 
more powerfully than did the war. There were, for example, 
the great activity and prosperity in the industrial world and 
the accompanying enormous expansion in credits. It is a most 
difiicidt matter to point out, with any degree of exactness, just 
what was the effect of the war and what the effect of the other 
influences; but there are some results which can be traced, and 
in any case it makes an interesting recital to describe the 
methods by which capital is provided for warlike expenditures, 
the sources from whence it is procured and the effects which 
might be expected to follow the application of the capital to 
this unusual purpose. 

The condition of the world's money markets in 1901 and 
1902 enabled the banks in America and in Europe to earn most 
satisfactory profits. Here in Canada we have seen the banks 
come forward one after the other with the most gratifying 
annual reports. Our banking capital has been largely increased^ 
and on the increased amount of stock, dividends at the old 
rate have been fully earned and paid; and in not a few in- 
stances banks have paid a higher dividend on a greater capital 
stock. 

But, although profits were good it has happened that there 
were some unusual deductions to be made against them. Chief 
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among these were losses through depreciation in securities. 
The lasses from this cause fell with a greater severity upon the 
banks in Great Britain. 

Ordinarily, bankers view with comparative indiflference the 
fluctuations periodically occurring in security prices. They are 
interested, it is true, but their interest is largely of an in- 
direct or secondary kind. The securities looked upon as liable 
to fluctuate greatly, are held by them chiefly as collateral for 
advances. When securities fell, therefore, they have had to con- 
cern themselves only to see that margins were properly main- 
tained. For investment on their own account, they hold con- 
sols and other gilt-edged securities, not generally susceptible 
to violent changes. As matters turned out, the financial evils 
resulting from the war, bore particularly hard upon the gilt- 
edged market. If we except that section of the market known 
as the " Kaffir Section,'' which was peculiarly affected by the 
location of the battleground, no class of securities has fallen 
so persistently as the very best class of investment issues. 

For a number of years past it was the custom of the best 
miinaged and most conservative banks in Britain to carry their 
consols at 90. While consols ruled between par and 110, this 
custom was regarded by mamy of the optimists as conservatism 
run mad. But the tone of tlie comment underwent a striking 
change when consols broke par on their downward course. By 
and by, when they were only a little above 90, the point began 
to be discussed as to whether the banks, would, after aU, find it 
necessary to make provision out of their profits to write them 
down below that figure. As everyone now knows the fall did not 
stop at 90 ; and the consequence was that the banks were obliged 
to make heavy appropriations to bring their book values down to 
the market. The matter was a very disagreeable one for all of 
them, especially for those which had held their consols above 
90. More than one of the large banks had to apply over a mil- 
lion dollars before they got their securities down to market 
values. The money was taken from different sources. Current 
earnings bad to provide a goodly share; rests werfe trenched 
upon; and in not a few cases the substantial premiums received 
on issues of new capital stock were applied for the purpose. 
These appropriations were extensive enough to constitute a for- 
midable offset to the extra profits which the banks made 
through the abnormally high rates for money. But there is 
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this to be «aid about them. At the various bank meetings, 
when the executives met stockholders with the disagreeable 
intelligence, more than one chairman made the explanation 
that the money so appropriated to write down the values of 
securities was not necessarily lost; under certain circumstances 
it might prove to be just as much a part of the bank's reserve 
fund as it would be if a similar amount had been credited to 
that fund upon the books. The following illuatmtion will 
show clearly what was meant by this line of argument: When 
a bank buys consols or other securities its officers estimate that 
their investment will yield a certain return. It is this return 
or yield per annum* that figures in the yearly statement of 
profits, not the rise or fall in the quotations. We will suppose 
that a bank buys £1,000,000 in consols at par. Although the 
market quotations do not fall, appropriations are made from 
profits each half-year, following out a conservative line of 
policy, till the consols stand on the books at 90. That would 
call for £100,000. Then consols fall below 90, and the bank 
sets aside out of profits a further sum of £50,000 to bring them 
down to 85. After this writing down has taken place the 
consols stand at £850,000, but the yearly income received from 
them is exactly the same as it was when they stood at £1,000,- 
000. All that has happened is that £150,000 have been held 
back from the profits because the stock markets have placed 
a lower selling value on consols. If they are sold at 85 the 
bank will, of course, lose the £150,000 outright. But they will 
not be sold unless the necessity for doing so is urgent; and 
the necessity will not be urgent if the bank's business has been 
prudently conducted and the amount invested in consols kept 
within safe limits. Held indefinitely, till the present glut in 
gilt-edged securities passes away, consols may, not improbably, 
fully recover their loss and sell again at par or better. In that 
event it is plain that the loss of £150,000 would be a loss merely 
on paper, for a time only. It might be urged that the loss 
was truly and really made because the bank paid £1,000,000 for 
that which it could afterwards have purchased for £850,000; 
but it would be more accurate to say that a speculative profit of 
£150,000 was missed by not delaying the purchase. Ex- 
perienced bankers usually come to regard losses of speculative 
profits with equanimity; they think, and rightly, that it is no 
part of their business to make money out of price movements 
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on the stock exchanges. The point in the above illustration 
is, that the bank sought a certain revenue in its investment of 
£1,000,000. It got that revenue and it was not impaired by 
the drop in quotations. The fall in values caused it to hold 
back certain profits and the earning power of the bank was 
increased by the employment in its ordinary business of the 
profits so held back just as much as it would have been in- 
creased had they been entered in the books in a different 
manner. 

Thufi we see that to the British banks the Boer war, in con- 
junction with other factors has brought to pass a few years 
of high interest with consequent good profits; and it has 
forced the banks to hold back large amounts from profits so 
as to permit the managements to say truthfully in their pub- 
lished reports to the stockholders "our holdings of consols 
and of other securities are carried on our books at or below 
present market values.^' The increased profits secured through 
the higher rates are " to the good,*' and there is a possibility 
that the market for securities will, in time, recover sufficiently 
to restore a considerable part, if not all, of the losses sustained. 

In Canada the bankers had to meet, in a modified way the 
same troubles as those which fell on their brethren in Britain. 
Those troubles did not affect them so greatly, chiefly for two 
reasons. The amounts invested in securities here are not, as a 
rule, so large in proportion to the ordinary loans and discounts 
as is the case in Britain; and as the larger proportion which we 
have in discounts was employed at much higher rates the de^ 
preciation in the value of securities did not constitute such a 
large percentage of the ordinary profits earned by the banks. 
It might be also that the securities held by Canadian banks did 
not depreciate so much in value, but that is a point on which, 
in the absence of specific information as to the holdings of our 
banks, ground cannot be taken with confidence. It is assumed 
that our banks did make full provision for depreciation. Some 
came out openly and, following the example of the banks in 
England, informed their stockholders as to the amounts ap- 
plied; others which certainly met the fall made no mention 
of the fact in their annual reports, and it was not possible to 
trace the amounts applied through comparing their net profits 
with those of previous years. It must be, however, that our 
banks hold some securities, not actively dealt in on the ex- 

(e) 



65 JOURNAL OF THE CANADIAN BANKSRS' AB800IATI0N 

changes, upon which it would be a difficult matter to set a 
correct valuation. For those who were inclined to baulk, this 
difficulty might serve as an excuse for not meeting the situfi- 
tion as it should be met. While there may be instances of such 
a course of action the probability is that the situation was 
properly dealt with on the whole. 

But the business of the banks and their profits would be 
affected by war in other ways than those mentioned above. 
The hardening in money rates and the fall in securities were 
not by any means all the results caused by the late war. It is 
no secret that it affected commerce profoundly, and anything 
which does, that bears directly on the banking business. The 
manner in which the Boer war was financed will now be described. 
In the description will be found the principle on which all 
wars are financed. It will make plain why it was that the gUt- 
edged securities had to bear the brunt of the trouble; it will 
explain also the vast difference in the results when capital is em- 
ployed for military and for peaceful purposes. The influence 
of the war in forcing security values down is usually explained as 
follows : Investment capital in huge blocks was diverted from 
peaceful to warlike pursuits, and there was created at the same 
lime a very large amount of new securities which had to come 
on the market and compete with the old securities for the 
lessened amount of capital available. In other words, the 
volume of securities in the market increased enormously at the 
same time that the capital available for buying securities de- 
creased. Under circumstances such as these it was natural that 
the market should decline severely. As the new securities 
issued consisted chiefly of the obligations of the British Govern- 
ment it was upon them that the evil naturally fell. The fall 
which followed affected, of course, not only the new issues but 
all that were previously in existence. 

Whenever a banker is asked for an advance he always 
wishes to know from his customer what he proposes to 
do with the money borrowed. When he lends his money 
he likes to know that it is going into something re-pro- 
ductive; that when the operations of his borrower are con- 
cluded the borrower will have in hand not only the capital 
sum originally borrowed and the interest thereon, but also a 
further sum representing the profit or increment which the 
capital earned for the borrower while in his control. For ex- 
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ample, a bank lends money to a farmer to enable him to cul- 
tivate and crop his land. When the farmer has sold his crop, 
paid off the bank, and settled the expenses of cultivation and 
cropping, the surplus, if any remains, represents the profit or 
increment earned by the farmer through the use of his own 
and the bank^s capital. All the capital lent to him as well as 
what he had in hand himself at the beginning of the season is 
to hand ready for use in the same or another form on a future 
occasion; and the country's stock of capital has been augmented 
by the profit on the growing of the crop. In the same way 
the banks provide capital for use by nearly all kinds of pro- 
ducers. The producers use the money, pay interest on it, and 
finally repay it in full, after which there is left in their hands 
a profit fund which the capital earned while in their control. 
(It is assumed in these cases that the various ventures all turn 
cut to be profitable.) Bank loans and advances to manufac- 
turers, middlemen, and business men, have practically the same 
effect. The borrowers borrow because they see profit to 
be gained. That profit, when it is gained, if it does not re- 
present losses by other business men, is a direct addition to the 
general stock of capital. From this it is possible to get a toler- 
able notion as to what takes place when bank capital and other 
capital is applied to peaceful purposes. Let us now look at what 
happens when this capital is requisitioned for purposes of war. 
When great nations go. to war everything is done on such a 
vast scale, and so many complications enter into the situation, 
that it is a difficult matter to arrive at an accurate knowledge of 
the effects that are produced by the war on the finance, and on 
the trade and commerce of the countries involved. Especially 
with regard to trade and commerce, are there many conflicting 
influences to consider. Attention will be concentrated pretty 
much, therefore, upon the changes which war financing brings 
upon the financial markets. 

Both of the belligerent powers have to buy ammunition, 
rifles, gunfi^ and war material in great quantities; they have to 
maintain and pay their huge armies, and to provide enormous 
sums for transportation expenses. The money they require 
is provided and the war is prosecuted to its end. When it is 
over, what a different story there is to be told! In this case, 
there is no such thing as a profit earned by the borrowers on 
the capital they borrowed. There is not even a return or 
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restitution of the capital. That would be, forsooth, impos- 
sible for the capital has been destroyed, — shot away in the 
shape of powder and ball; consumed by soldiers who, instead of 
being busy creating wealth, are doing their utmost to destroy 
it; used up in the expenses of transportation. One of our fore- 
most bankers used to be continually hammering at his managers 
to keep down their losses. He would tell them again and again 
that when they made a loss of $10,000, the bank lost not only 
the ten thousand dollars but compound interest on it for all 
time to come. So with the loss of capital in a war. Not only 
is the principal sum gone but also the interest or increment, 
which it would have earned had it been put to its ordinary use. 
As an illustration: The British Government issues £30,000,- 
000 in war loan bonds. The money has got to come from the 
investors who are accustomed to provide the capital for the 
ordinary expenses of the Government, or to invest in the 
securities of companies engaged in some one or other of the 
great industrial, commercial or transportation occupations at 
Lome or abroad. It means, therefore, when the issue is covered 
that a large part of £30,000,000 which would naturally have 
gone into the productive channels of commerce and industry 
has gone into the war to be shot away or consumed; and after 
the war is over all that will be left will be the debt for the 
British people to pay interest upon. Of course all the capital 
borrowed in war time is not destroyed; some is saved through 
the profits of transportation companies, of army contractors, 
and in other ways; but undoubtedly a very large proportion 
is wasted utterly. Similarly, it can be said, that all the capital 
invested in commerce does not earn profits; some of it is lost 
through incapacity and ill-fortune, but these losses do not 
amount to more than a percentage, the great bulk is fruitful. 
Jt wa3 the experience of the British Government in the 
Boer war that each successive loan had to be floated upon worse 
terms than those foregoing. It was quite natural that this 
should be the case. The financiers, who placed the loans, found 
that such heavy flotations speedily exhausted the supply of 
capital available. For the first issue, especially if it were well 
advertised and the patriotic feelings of the people skilfully ap- 
pealed to, a ready market might be found on favourable terms. 
The ordinary circle of investors, who take up the hundred and 
one batches of new securities issued year in and year out, aided 
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by the speculators who are always ready to buy on borrowed 
money, could probably take care of it themselves if necessary. 
But when a second appeal has to be made, this circle either has 
not the money, or is not willing to find it unless the terms are 
made more inviting. Accordingly it is necessary, in order 
both to meet their wishes and to draw into the subscription 
what might be called an outer circle of investors, either to 
make the issue price of the new bonds lower or the interest 
rate higher (the former alternative is usually selected), and 
perhaps to offer some extra inducement. And so on, every 
fresh time the market is approached a still wider circle must be 
invited, and after two or three flotations have been made it 
is necessary to make the terms of the prospectus tempting 
enough to draw in people who scarcely ever have anything to 
do with the investment markets. 

Now it is quite clear that some industries must suffer 
through this dislocation of capital. Credit might be stretched to 
some extent to make good the withdrawals from certain indus- 
tries and trades. Then the money paid into the loans would;^ 
among other things, produce a feverish activity in certain lines — 
the manufacture of war materi&l and supplies for instance. But 
aome industries and trades would undoubtedly be deprived of 
the accustomed accomodation; and if banks and other insti- 
tutions stretch their credit to supply a vacancy caused by such 
conditions they don't usually do it for nothing. The rate of 
interest rises. A rise of 1 per cent, in the rate of interest in 
England is of more consequence to the mercantile community 
than a similar rise would be here. If interest rises from 2 per 
cent, to 3 per cent it means that the interest charge of a mer- 
chant or a manufacturer is increased 50 per cent., while a rise 
from 5 per cent, to 6 per cent, means only an increased charge 
of 20 per cent. Therefore a considerable rise in interest in 
the British Isles always brings about a diminution of commer- 
cial and industrial activity, because it cuts severely into profits. 
And anything that lessens business activity cannot but have 
a tendency to reduce the profits of banks. 

When attention, is turned to the present war, a marked 
difference is to be seen in the results of the financing. 
The London financiers are providing a considerable ohare 
of the money for Japan; and Paris financiers are pro- 
viding money for Russia. In this case also, the capital 
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which is lent to the belligerents is being shot away and 
destroyed, but, so far as London and Paris are concerned, 
it will be repaid to them with interest. In one sense 
it might be said, so far as the London financiers and the in- 
vestors who subscribed were concerned, that neither did they 
lose their principal in the former instance, because they now 
hold the bonds of the British Oovemment for all that they 
paid in. The answer to that is, of course, that if those par- 
ticular persons did not lose their capital the Kingdom of Great 
Britain and Ireland did. The new taxes imposed to meet 
the added interest charge on the National Debt have to be 
paid by the industry and commerce of the nation; part of it^ 
and no inconsiderable part at that, has to be provided in one 
shape or anbther by these very investors. But, if the two 
debtors, Japan and Russia, meet their obligations promptly and 
honourably, the capital advanced by London and Paris will 
earn its owners a revenue jufit as it would had they invested it 
in pacific channels. Also the burden of interest will have to 
be borne by the people of Japan and the people of Russia; it 
will not press upon the people of the British Isles. 

But just here another consideration enters. If the Japan- 
ese people are overweighed with taxation imposed to meet the 
war and its charges; and if Japan finds it necessary to largely 
increase the duty on imports, then it may be that British 
trade will suffer. The same line of reaaoning applies to 
Russia. If Russia is reduced to financial prostration by 
the war; if the condition of her people becomies still worse 
than it is at present, it is evident that her foreign trade will 
be affected. There are many industries cuid trades in Qreal 
Britain, the United States, and other countries which ow^ 
their prosperity, some owe their very existence, to commerce 
with Japan and Russia. If prostration results in one or both 
those countries, as it seems very likely to happen, then those in- 
dustries and trades will be' apt to languish. 

Then, as regards the financing of this war, it will be re- 
membered that both Japan and Russia had to submit to very 
harsh terms in the loans which they fioated respectively, in 
London and Paris. Japan had to pledge her customs as secur- 
ity and even on that basis was unable to get par for six per 
cent, bonds. Russia got 90 for five per cents. Remembering 
what happened to the British Government, it is tolerably clear 
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that the two powers will have to submit to be severely squeezed 
by the money lenders if they make further applications. The 
general idea is that both will defer their borrowings as much 
as possible till the end of the war. It is thought that their 
prospects will be better then than now for making favourable 
terms. It is possible that the real strain on the eastern money 
markets, resulting from this war, may not have to be faced till 
its end. With Bussia increasing her paper money circulation, 
and aj3 some suppose, using the gold that should be held against 
the paper roubles, and other reserves accumulated for different 
purposes, with Japan borrowing at home, piling on fresh taxes, 
and using all available funds, with both countries rapidly dis- 
sipating their vast accumulated stores of material etc., it would 
seem that the money markets of London and Paris have as yet, 
scarcely been touched. When all these reserves and stores 
have to be replenished, temporary loans repaid, and the finances 
of both nations readjusted, when perhaps an indemnity has to 
be provided, then the borrowings will likely be on a very large 
scale. Money may have to be withdrawn from European com- 
merce, in the shape of gold, to be buried in Russian treasury 
vaults. This process, if it occurs, will have a curious sim- 
ilarity in its effects, to the process by which the United States 
Treasury sometimes buries gold when revenues are greatly in 
excess of expenditures. 

There is yet another aspect of the matter. The money 
market in London is accustomed to bringing out every year, 
a certain number of colonial and foreign loans, the object of 
which is the development and exploitation of the issuing 
countries. Whenever one of these loans is put throug:h, there 
nearly always follows quite a considerable purchasing of goods 
in England by the borrower. It is said that Britains^ foreign 
trade has been helped enormously by this expenditure in Eng- 
land of the proceeds of foreign and colonial loans. When the 
money market is fully occupied with war loans, when two great 
nations are bidding against each other for capital, it is almost 
inevitable that these peaceful borrowers from abroad should 
be crowded out. It is currently said at such times that the 
market is not favourable. The Australian colonies have lately 
met with some discouragement in London on their attempts 
to float loans. This may have been partly owing to the fact 
that Australia has borrowed too heavily already. But that ob- 



72 JOURNAL OF THB CANADIAN BANKERS* ASSOCIATION 

jection would certainly not apply to our own province of Nova 
Scotia. It is no secret that the underwriters had to take up 
a very large part of Nova Scotia's loan a few months ago. Here 
then is another factor which might be expected to have an in- 
jurious effect on England^s foreign trade. The purchases of 
English goods by the colonies and foreign countries may become 
less^ because the colonies and foreigners cannot borrow on 
satisfactory terms in the London market. This has an im- 
portant bearing on our own prospective borrowings to build the 
Grand Trunk Paciiic. 

All these things have a direct bearing on the profits earned 
by banks. If trade is depressed there is a scarcity of bills; 
and as transactions of all kinds fall off commissions disappear; 
perhaps, extra losses have to be met through insolvencies. The 
Boer war had a curious effect on the bill market in London, 
which deserves to be noticed. 

As soon as the borrowings of the British Qovemment, 
actual and prospective, had forced interest rates in London 
up to an attractive level, very large amounts of French capital 
were transferred across the chaimel for investment in England. 
This capital was invested chiefly in bills and in short loans, 
eo that it could be speedily withdrawn if necessary or desirable. 
For quite a long time there has been a good deal of nervous- 
ness in the City as to a possible sudden withdrawal of this 
money. As long ago as 1901, the London Statist, and other 
great financial papers wrote concerning the danger. It has 
been largely with the object of retaining the French capital in 
London, that the Bank of England rate has been held at a high 
level. The price of money in London has thus been held above 
the rates in Paris and New York. One result was to induce 
American and French bankers to purchase bills of exchange 
wthich usually fell to English banks. Had the London rate 
been lower the English banks would most likely have been 
left to handle these bills themselves. As it is, the American 
and the Frenchman have first chance at many of the bills drawn 
abroad; and as a rate of return is to be obtained on them more 
attractive than the ruling rates for money in New York and 
Paris, at certain times in the year they buy them much more 
heavily than usual, thus depriving English banks of a source 
of piofit. 

H. M. P. EOKABDT. 



CITY AND COUNTRY BANKERS. 

\17HATEVER may be the difference between the banking 
^^ system of the two countries, it is evident, as the writer 
of the following article clearly shows, that the bank managers 
in the United Statee resemble their brethren in Canada. Many 
a manager of a country branch of a chartered bank in Canada 
*' knows everybody in his community, he enjoys the confidence 
of each, and he deserves it/* 

The comparison between the city banker and the country 
banker may be to the advantage of the latter, but when the 
nervous system of the former is shattered by the strain of his 
daily work and responsibilities, it is unhappily not difficult to 
induce the country banker to sacrificie his precious health for 
the sake of the material promotion resultant from removal to 
the larger field of labour in the city. 

Editor, 

The country banker is a much more important personage in hie 
community than the city banker is in the city. In many respects 
his relations to the people of his town resemble those of a family 
physician In their confidential character. His knowledge of general 
affairs is more complete than that of the city banker. The latter 
soon becomes a specialist, studying the peculiar wants of a class, 
because in a srreat city the separate banks almost invariably become 
identified with a particular line of business. The city banker also 
has more distractions, and social duties make large drafts upon 
his time. For the same reason he has not the same amount of 
leisure to devote to broad que»tlon« of finance and trade. It is 
not the popular view, but we believe a little reflection will convince 
anyone that it is nevertheless true, that the tendency of a city life 
is to narrow a man, to run him into a groove, and in many respects 
leads to superficiality. Business life is steadily growing more com- 
plex, the strain Is greater, and the fads for relieving that strain are 
multiplying. 

With the country banker it Is different. In the first place he is 
not required to travel five to fifteen miles by trolley or train in order 
to reach his office, and he does not nervously scan the headlines in 
the newspapers to discover what happened over night His nerves 
are not unconsciously racked by street noise and clatter, and in hla 
office his attention is not distracted by the click of the stock 
"ticker." He is not a specialist in any particular department of 
finance whose interests are made or marred by the development In 
a single industry. The city banker deals in credit somewhat as 
the railroad ticket—seller deals in transportation. The country 
banker deals in credit somewhat after the manner of the well- 
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established and reliable country merchant who knows all his citd- 
tomers and is on terms of more or less dose personal friendship 
with all. The requirements of his customers are more diveraifled. 

We have in mind two bankers whose lives illustrate in striklner 
manner the difference between the two classes. One is compara- 
tively younff in years and holds a position of great responsibility 
In a largre city bank which has been connected with many of the 
larjre financial deals consummated since 1900. His material 8uco£«b 
and the boldness with which he carried out the enlarged operations 
of his bank were the admiration of friends and the envy of com- 
petitors. On the surface he looked the personification of health and 
self-poise. People wondered at his capacity for work and the light- 
ness with which his responsibilities rested upon him. The strain of 
the last quarter of 1903, however, was too great for his nervous 
system. To the outside world he maintained api>earanoes remark- 
ably well and pretended an active interest in outdoor sports and 
social functions. To his intimate friends he was finally compelled 
to break his mask, and his condition le a subject of serious appre- 
hension. He is now in the hands of specialists, and If his life Is 
prolonged, he has before him the dreary prospect of a confirmed 
invalid. 

The other is the head of one of the noost prosperous country 
banks in Pennsylvania. He has already passed the alloted three 
score years and ten— he is "72 years young." He is not a rich 
man, but he has charted the business route of more than one man 
who has amassed a fortune. He knows every business man and 
woman in his town, and although the trrowth of the latter has justi- 
fied the organization of several additional banks, the grrowth of the 
original institution has never for a moment been retarded. He 
literally knows everybody in his community, he enjoys the confidence 
of each and he deserves it. No one stands higher than he does in 
•the estimation of his fellow-citizens. He is the repository of busi- 
ness secrets that would have made his fortune if he had been dis- 
posed to take advantage of the confidence reposed in him, but he 
has something infinitely more precious than a great fortune: He 
has health; he has lelsui^ for the cultivation of the Intellectual and 
spiritual side of his nature, and he has the respect paid to heart 
and mind, rather than the equivocal respect paid to grreat riches. 
—The Banker, 



COERESPONDENCE. 



Montreal, Sep. 25, 1904. 

To the Editor:— 

Dear Sir: — ^Let me ask you to call attention in 
yonr valuable Bankers* Journal to the necessity of better ar- 
rangements being made by bank managers for the health of 

derks. My son is now stationed at cuid he writes 

me that the hotel is not fit for occupancy by any one who has 
enjoyed the comforts of even a modest home. 

If directors and general-managers were aware of what 
some junior clerks have to suffer, suirely something would be 
accomplished in the way of improvement. 

MOTHEB. 



THE COUNTEY HOTEL. 

John Knight. 

T T is not my intention, in telling tales of ^rayside inns in Can- 
' ada, to attempt any defence of travellers, their habits and 
customs, manner and behaviour. The '^ bagman '* of the period 
may be all that indignant landlords and affronted landladies 
picture him. But His the duty of the host to be blind to the 
peculiarities of a guest. Therefore, the lordly host of the 
" Crown and Sceptre," or the saucy mistress of '* The Golden 
Ooose " has no right to remark upon the fastidious appetite and 
peculiar temperament of the gentleman in No. 15. The oc- 
cupant of the room in question is not only the guest of the 
house; he also pays for polite attendance and hospitality. Does 
not the bill rendered to No. 15 distinctly state the charges for 
bed, board, and attendance? That bUl, when receipted, is 
evidence of a commercial transaction between guest and host^ 
and the former is fairly entitled to the privilege of insisting 
upon the latter^s fulfilment of his part of the contract in the 
feeding and bedding of the guest that fate, circunutance, or the 
decrees of what we term business, have made a traveller of. 

No sensible Boniface will then deny me the sweet satis- 
faction of penning my opinions upon those of his brethren who 
fail in their duty towardis the traveller who is ever and always 
on the wing, dependent upon the village inn for food and home 
comforts, and who is thus qualified by actual experience to criti- 
cise the bill of fare, and to praise or condemn the housekeeping 
in his temporary home. I do not wish to reduce the relation- 
ship existing between the hotel guest and his landlord to the 
dead level of a bargain for food and lodging at a given sum. 
Such an arrangement might disturb many a friendship exist- 
ing between this wanderer and his roadside friends of the 
" Golden Fleece," and the *' Goose end Gridiron." I love, when 
quartered 'neath their hospitable roofs, to feel myself a real 
guest, to be able to listen and laugh at droll stories of guests 
who exhibit the humorous side of drunkenness; to be able to 
smoke at my host's fireside, and to narrate tales of distant cities; 
to feel privileged to commiserate with my comely hostess in her 
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hoiLBehold cares and anxietiee; and to know that if I am foreed 
to complain of the incivility of the " boots/^ or the saucinese 
of his sweetheart^ the chambermaid^ that they will be reproved 
and myself not condemned for pointing out to my host a weak- 
ness in his staff of servants, and a something that serionsly in- 
terferes with the comfort of his guest. 

In my musings by the firesides of wayside inns, I have never 
yet found any excuse for the landlord who lures the traveller 
to his house by advertisements rivalling the posters of the 
circus proprietor, the interior of whose tents never contain one 
half of the attractions represented in rainbow hued placards on 
the outside of the canvas. Compared with the deceptive 
descriptions of some country houses of entertainment for man 
and beast, and the bills of fare of many city hotels, there is a 
very refreshing simplicity in the rough exactness of the sign 
displayed over the doorway of a far western eating house: 

IM'nner $0 60 

A Square Meail, 76 

A Regular Bu«t 1 00 

Our friend of the west, it will be noted, does not lure 
travellers into his house by any such artifices as those adopted 
by the landlord of the web in that pleasing parable of the spider 
and the fly. The owner of the svdnging signboard referred 
to does not claim for his house that it is the best and most 
comfortable in that section of the country, with good stabling, 
first-class sample rooms, and (as an extra inducement) splendid 
trout-fishing in the immediate neighbourhood. No. He 
merely states that there are gradations in the cost and variety 
of the dishes laid before the simple voracity of the devourer of 
the plain 60 cent dinner, and the epicurean taste of the gentle- 
man who asks for a more brilliant repast at a cost of $1. Such 
candour is refreshing in these modem times. I am no epicure. 
I do not object to plain and simple fare. I would not pro- 
test against being filled with food and charged for same ac- 
cording to the change in my bodily weight before and after 
dinner. Such a plan of payment would save me many a dollar 
when appetite has been swept away by the surroundings of the 
dinner set before me. 

We have all heard the result of the first introduction of 
the weighing system into a western eating house. A gaunt 
grim stranger planked his form down on the scales at the din- 
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ing roam door and turned the beam at 165 pounds. He later 
took a 25 pound weight from his pocket and he left this weight 
under the table^ and on emerging from the room the scales 
showed the landlord in his guesfs debt to the time of $3.75 for 
loss in weight. 

And now let me enumerate a few of the grieyances nursed 
by professional travellers against the so-called hotel of our 
smaller towns. It may be that many readers of this reoord of 
undeserved suffering and discomfort will say that I grossly 
exaggerate the evils and oonc^ the redeeming features. Such 
a sceptic cannot do better than, take a winter trip through the 
different Provinces. If he survive and should return a con- 
firmed invalid, a sufferer from rheumatism contracted between 
damp siheets, or a martyr to dyspepaia resultant from struggles 
with half-cooked meats and curious compounds of indigestible 
messes stuffed into pie crusts of the toughness of ship biscuits, 
he will readily endorse my statements. If my friend, the 
sceptic aforesaid, arrives home in good health, he may safely 
consider his constitution to be more horse^like than human. Or^ 
if he denies that there is truth in my story, then he must have 
found resting places such as we are in quest of, and he ought, 
in the cause of humanity, to publish the sign, boaids of the 
unknown inns. 

Mr. Pilgrim, representing the well-known house of Sharp 
& Pushem, arrives at the depot of the little town of SleepyvUle 
at 10 p.m. He is landed with all the impedimenta of a com- 
mercial traveller on the uncovered platform of the station, 
and long after the whistle of the train has died in distance he 
stands in the drizding rain waiting for help from the hotel, 
the lights of which are observable from where poor Pilgrim is 
thinking over all the naughty words he learned when a boy. 
It would be easy for the landlord of the Sleepyville hotel to 
attend the train in person or to send the inevitable half-witted 
boy who is just strong enough to raise a trunk to the wheel of 
his team from whence the same is then pemnitted to fall within 
an inch of Mr. Pilgrim's corns. But punctuality is an unknown 
virtue in Sleepyville. So our long suffering tourist, who has 
been journeying from the last town, seated next to a red-hot 
stove, is left on the platform of the station just long enough 
to lay the seeds of consumption a)nd is then landed at the hotel 
wet> cold, and hungry. The one public sittii^ room is not 
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reeerved for the use of trayellers. All the available chairs 
around the beehive stove — ^the heating capacity of which is 
being extolled by the landlord to a circle of worshipping yokels, 
whose smoking stockinged feet surround and bide the stove 
rail uKe huge poultices — are occupied. 

Mr. Pilgrim casts a wistful eye at the fire, and then stroUs 
to the hotel register. The landlord's opinion of his stove 
is reserved, and the eyes and mouths of his auditors scrutinize 
the new arrival, who is making a painful effort to write "^^'s 
name in such a way with half a pen as to prevent suoceeding 
traveUenB from remarking, as they look at their rival's specimen 
of penmanship, " drunk again.'' 

What tends more than aught else to make the modern 
commercial traveller bold and outspokefn in his rough con- 
demnation of some of the landlords of our hotels is the apparent 
unwillingness of the host to lay aside his pipe and minister to 
the wants of his newly arriv^ guest. But Mr. Pilgrim was 
new to the road, and was withal of a modest, retiring dis- 
position. So, when the proprietor of the Sleepyville hotd, 
with an interrogatory closing of one eye, jerked cut the question, 
"Had tea?" Mr. Pilgrim, in his astonishment, forgot his 
hunger in staring at the fire, and stammeired out, " Yes thanks," 
and then timidly asked to be shown to a room. The bed bore 
evidence of having contained occupants other than the new- 
comer, and the twelve-by-^ix towel had to be used as a filter 
through which to stiain the contents of the water-jug, which 
was lined with a deposit of dust, hair, and embryo tadpoles. 
The obtaining of a fresh towel cost Mr. Pilgrim his first ex- 
change of pleasantries with a pert and proportionately provok- 
ing alnd dirty maid-of-all-work, who retired from the contest 
with the now angry traveller with her noee taking a devotional 
turn as she made scornful remarks upon " drummers " who put 
on airs. 

'Tis needless to say that poor Pilgrim retired to rest, cold, 
hungry, and miserable. But, like all travellerg with quiet 
consciences, he slept. 

The next morning Mr. Pilgrim made his appearance in the 
banqueting hall. What little appetite he brought to the table 
was at once dissipated by the survey made of the surroundings 
during that long interval which always follows the first arrival 
and second advent of the waitress. The tablecloth had been. 
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once upon a time, as they say in story books, white. It was 
now frescoed with maps of the Provinces, outlined in Worcester- 
shire sauce and vinegar, coloured with spilt gravy, shaded with 
mustard and contributions from the cruet-stand. At the ex- 
treme end of the festive board stood a ham fantastically studded 
with what Mr. Pilgrim took to be cloves or almonds, but which, 
on doser investigation, proved to be last summer^s flies as they 
rose in a swarm at his approach and carried away the last vestige 
of Pilgrim's appetite. There was no scarcity of bread. It would 
seem that the whole strength of the culinary department of 
a small Canadian hotel when looking for a job, are insanely 
fond of cutting bread into slices of varying thickness, rendered 
by time of unvarying staleness. The red table napkin, which 
obtruded itself from a glass placed in front of Mr. Pilgrim, 
contained, when opened, some discarded morsels of the last 
traveller's dinner, and he replaced the rag as the breakfast 
ordered — ^two eggs of uncertain age, but no uncertain aroma — 
was thrust in front of him by his antagonist in the towel warfare 
of the previous night. As Mr. Pilgrim nibbled disconsolately 
at some toast, and sipped the soapy coffee which he feared to 
stir for fear of what its muddy depths might reveal, a fresh- 
faced, hearty looking countryman swung himself into the seat 
opposite that occupied by our suffering friend. The stranger 
delivered an order for beefsteak in a boisterous way ; he stretch- 
ed his legs and planted his big boots upon the slippered feet 
of the poor commercial traveller. He hacked at and ate meat 
with audible enjoyment, and when he wanted butter he helped i 

himself with a knife which he had just plunged half way down ^ 

his throat. Mr. Pilgrim almost forgot his misery in the aston- 
ishment he felt at the easy way in which his neighbour per- ^ 
formed tricks once peculiar to professional sword-swallowers. 

As Mr, Pilgrim left the dining room and filled with tobacco 
the bowl of a well-beloved pipe, he felt more at peace with 
Sleepyville and the world at large. Surely, thought he, my 'J 

fastidiousness maketh me too observant, and he joined the circle j 

round the beehive stove and planted his slippers on the rail i 

among the boots of the early morning hotel loafers. But when 
a near neighbour, on removing his pipe from his mouth, missed 
the stove and converted Mr. Pilgrim's slipper into an " expecto- 
roon," that oppressed gentleman rose and murmured : " This 
grows monotonous," and went up to his bedroom to open up the 



^ 
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samples of Messrs. Sharp & Pushem's wares. The want of a 
dean, airy, well-lighted sample room was not condndve to 
business, and the merchants of Sleepyyille very justly com- 
plaixised that the goods looked dull in ccdour, and made orders 
light in consequence. 

And in the evening, as Mr. Pilgrim shook the dust of 
Sleepyyille from his feet, and from the car window looked at the 
receding town, he mentally cursed that lalndlord, his house and 
his maid, his bed and his board, and all that is his. 

But when, at three out of every five hotels patronized, ho 
met with the same fate, and endured the same privations and 
hardships, he ceased to grumble, and leaafned to revel in misery. 
He even found himself making light of sufferings w^hich once 
made life itself a burden, and, when chatting and smoking with 
other travellers, delighted in comparing notes with them upon 
the amount of trouble, misery and inconvenience it was pos- 
sible to cram into two days sojourn at Sleepy ville. 

But this reconcilement with his lot was followed by a 
change in Mr. Pilgrim's habits, manners, and appearance. He 
ceased to be the spruce, well-dressed, polite representative of 
an old and respectable firm, and was often found oaxeering over 
the road assigned to him in frantic haste, roughly dressed, half 
washed, and half fed. And many of the merchants, who judge 
of a mercantile house by its representative, began to hint that 
Messrs. Sharp & Pushem must be dropping behind in their line 
of goods. That fellow Pilgrim doesn't look so neat and gentle- 
maUy as he did when first on the road. And so they try new 
firms, and patronize Prank Freshman, representing Messrs. 
Newcome & Co. 

liandlords of country hotels may rave over this somewhat 
highly coloured picture of Mr. Pilgrim's experience, but no one 
will deny that the surroundings of a commercial traveller's 
daily life on the road are demoralizing in the extreme, and I 
claim that his degeneracy is resultant from the neglect of Mr. 
Boniface to keep his guest dean and well fed. 

Where are the baths, staitionary or movable, without which 
no hotel can claim a travelling Christian as an inmate? Why is 
the traveller regarded as a lunaiic who asks for enough water 
to wash his tired body in ? Where are the sweet smelling beds 
and snowy table linen peculiar in some country inns, whose 
proprietors cainnot boast of one-fourth of the income netted 
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by some lazy landlords of Canadian taverns? Where are the 
clean^ weU-lighted sample rooms required to display the wares 
of the commercial travdler to the b^t advantage? And where 
is the landlord who will emulate the good sensible example 
of the hosts of English commercial hotels who set aside the 
cosiest parlour and the choicest bedrooms for the gentlemen of 
the road^ whose periodical visits prove more lucrative as a 
certain income to their owners than all the chance travellers 
journeying that way? 

Would similar comforts be lost upon Oanadiaai travellers? 
I trow not. The stout^ active, and good-looking young bagman 
from Montreal or Halifax hae just as keen a reli»h for a good 
dinner and a comfortable bed as his English prototjrpe, and 
those wealthy employers who reap the produce of Mr. Pilgrim's 
labour in due season have not the appreciation and enjoyment 
of life which is given to the man who is ever in pursuit of that 
which the world caUs business. 

I have written down naught in malice. Nay, I am ready 
to admit that the Commercial Travellers' Association may find 
their self-appointed task an easy one. For I have pleasant 
memories of comfortable hotels where even sickness was en- 
durable; where the kindly faces and soft hands of my hostesses 
have tended to my recovery in a greater measure than strange 
doctors; where a genial host has made the days of enforced 
idleness pass like a pleasant holiday. Let such hotels be 
patronized. 

There is a landlady of mine who will (if she does Hot burst 
a blood vessel during the perusal of this complaint) address 
me thus when next we meet: " Well, what do you fine gentle- 
men of the road want ?'' As I am nearing my end and ca:nnot 
hope to see her again, let me briefly answer her now, and then 
fall a martyr in the cause of the travdling public. The pioneers 
of trade and commerce who seek by road, rail and river to form 
a connecting link between the centres of supply and manu- 
facture and the regions of demand, want — 

Food — ^Well-cooked and well served. 

Bedrooms — ^The windows of which will open and when open 
remain so without the support of the leather-covered bible pre- 
sented to the proprietor of the house by the Society for the 
Propagation of the Gospel. 

Beds — Clean, comfortable, and well aired. 
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SwM the streaon of y«am 
Rolla to Btemity. 

The adyancement made by the Dominion of Canada dur- 
ing the past year, if the statistics of the clearing honses^ and 
the trade and shipping returns indicate the general condition 

of the country, has been most satisfactory. There 
HewTear ™*y ^*^® ^®®^ better years, but the reports of 

the majority of the banks haye demonstrated not 
only their success in profit-making, but general actiyity in the 
business of the Dominion. 

Prosperity, contentment and happiness sums up the sit- 
uation as reported from the yarious proyinces, and the condi- 
tion of things warrants the prediction made by seyeral general 
managers of Canadian banks that the present year has opened 
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auspiciously and promises to be marked by industrial progress 
in every part of the Dominion. 



At tlie dose of October the paid-up capital of the chartered 
banks amounted to $79,747,011^ while the circulation of their 
notes showed a total of $72,226,306. The balance available 

for circulation, therefore, appeared to be only 
S^tS" $6,986,372. But the table prepared by the Cana- 

dian Bcuikers' Association, in the same month, 
showed the amount of notes of other bcmks on hand when the 
said returns were rendered to Ottawa amounted to $6,537^701, 
thus increasing the total balance available for circulation and 
mAking the margin of money ready for use, if needed, over 
$13,000,000. 



A new book by Sir John B. Paget, Bart., K. C, the emin- 
ent Gilbart lecturer on banking, cannot fail to be interesting 
to bankers, and his latest work, ''The Law of Banking,'' adding, 

as it does, to an already established'reputation for 
The Law of ^^^ work, should find a place in every banking 

library. Li a prefatory note. Sir John Paget re- 
marks that the process of settlement by legislation or decision 
seems slow with regard to banking law, and he pleads, as an ex- 
cuse for the somewhat argumentative character of portions of 
his book, and for obtruding his personal views, a large number 
of points still open to qnestion. 

The contents of the ^Tjslw of Banking*' are of mu<ah valne 
to the banker, defining as they do his duty under many diffi- 
cult ciircumstancee. Some idea of the scope of this valuable 
volume may be gathered from the following subjects dealt with 
by Sir John Paget : — ^The Current account, Relation of Banker 
and Customer; Current Account with a Minor; Deposit Ao- 
connts; Cheques generally; Marking Cheques; The Pass Book; 
¥V>igeries; Valuables for Safe Custody; The Collecting Banker; 
Securities for Advances; Realization of Securities; Mortgages; 
Ouanintees^ 

We have received a letter from Sir John Paget, of much in- 
terest to lawyers and bankers, and the sam^ will be found in 
the Correspondence Column of this issue of the Journal. 
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If y-ou (deny me. fie uTX>n your law. 
Tbere Js no iCorce in the decrees of Veoiice: 
I 0taml for Judcrmeat: aitf»weir; shall I ta&ve it? 

Tile judgment o(f the lam, as rendered by Judge Gtaekill in 
a jnTy-waiyed seesion of one of the Superior Courte in iiie 
United States, ie interesting to bankers. 

It eeems that Ann Lawler, now about seventy yean of 
age, opened an account in a savings bank, forty years ago, in 
the name of her niece, presumably with the view that the niece 
should have the money if she outlived her aunt. In 1867 the 
niece died; but Ann Lawler continued to live and to deposit 
her savings to the credit of the niece, until, after forty years, 
the bank book, in which the original entry was made in 1867, 
0h6wB no less a sum' than $2,300 standing in the name of the 
deceased niece. 

A few years ago, the administrator of the estate of a certain 
half-sister of Ann Lawler's long-departed niece made claim 
to the money. Litigation ensued; the heirs of the niece pre- 
pared to cry fie upon the law if jbhey were denied 
A Wise Judge possession of the money saved by Ann Lawler for 

a niece, who only died 37 years ago. We do not 
wiah to be cruel and ungentle to the heirs of Ann Lawler^e veiry 
dead niecet^ but we cannot help finding satisfaction in the judg- 
men rendered by good Judge Gaskill, and critics of the occas- 
ional curious convolutions of the law in the neighbouring coun- 
try wiU have to admit that, in this instance, there is "force in 
the decrees*' of the United States. 

We venture to wish Mistress Ann Lawler a happy New Year 
and have to thank her for obtaining a legal decision of interest 
to bankers on both sides of the border. There should never 
have been any dispute as to the ownership of her savings, and, 
when we remember that she has passed the three-score years 
find ten allotted to the majority of men and women, we almost 
feel inclined to regret that Judge Gaskill did not include in his 
judgment a severe scolding for the impatient and covetous heirs 
of the niece who died so many years ago. 

The report of the Banker's Ctearing House, London, 
London England, shows 1904 to have been a banner 

(England) year in the total amount cleared. What of 

dealings. ^j^^ ^^ ^£ decadence in the trade and com- 

merce of the British Empire? 
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The continuity of the series of articles on Canadian Cur- 
rency and Banking, by Professor Shortt, of Queen's UniveiBity, 
is unav>oddably broken. 

During the last summer, the gifted writer of 
HiBtoiyof these articles had practically no vacation, and, 

Canadian acting under medical advice, he is now reduc- 

^i^anDcj, etc. jng the volume of work undertaken by him in 
order to obtain necessary rest from his labours. 

We hope the interested readers of Prof. Shortt's 'Tttistory 
of Canadian Currency and Banking^' will not begrudge him this 
respite from work, especially as he has promdsed to continiie 
his chronicles of early Canadian banking in the April number 
of the Journal. 



At the request of a bank clerk, we cheerfully insert in the 
Journal his ideas of the duties of the large army of those en- 
gaged in performing simple routine work in the banks of the 

country. The writer of said article modestly 
]^/^nc disclaims any desire to be known as its author, 

but the evidence of his earnest belief in success 
being achieved by patient plodding, industry, faithful perform- 
ance of daily duties, and obedience to orders fmm senior of- 
ficials, is unmistakable. The lesson he would teach is old and 
yet ever new and simple — ^to do one's duty. 



If the circulation of bank notes has any significance in de- 
termining the condition of the oountry, there is good cause for 
rejoicing over the November figures in the Government ab- 
stract of bank statements, furnished by the char- 
S'lreu*'*^**^ tered banks of Canada to the Department of 

Finance. Not since the confederation of the 
piovinces has the circulation peached so high a point as during 
the m-onth of November, 1904. The record figures, $74,216,072, 
exceed the highest point reached in the preceding year by two 
millions of dollars. , 

At the same time the increase in the paid-up capital of the 
chartered banks has been equal to the growth in circulation 
for the past three years, and although some of the banks dur- 
ing the autumn months reached the limit of circulation allow- 
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ed to them by law, there was a good margin left in the remain- 
ing banks to supply the needs of the country. 

Yet it is very evident that if the country continues to ppo- 
grasB at the same rapid rate as at present, it will not be long 
before the banks will have to make much laiger additions to 
their capital, if the present system of limiting circulation to 
capital be adhered to. 

Two years ago several of the leading papers called atten- 
tion to the possibility of the circulation of the notes of char- 
tered banks proving inadequate to the demands of a great and 
growing country, ^ce that time the increase has been re- 
markable enough to warrant the subject receiving the caire- 
ful attention of bankers, even if there is no immediate cause 
for anzied;y. 



Some of the leading New York financiers and commercial 
men have decided to organize what will be known as the First 
Night and Day Bank and Safe Deposit Company. The capital 

stock has been subscribed, and the bank is to be 
^^„y, ' situated near Fifth Avenue and adjacent to the 

big hotels, restaurants and the theatre district. 

One of the reasons given for this enterprise is that women 
returning from the opera require a place of deposit for their dia- 
monds and jewels. Another reaeon is the trouble experienced 
by "a well known mon/' whose name is not given, in raiding a 
much-needed sum of money in the middle of the night. Wo 
are not told what the sudden financial emergency was. 

The list of subscribers to the capital stock warrants be- 
lief in the genuineness of their faith in the success of this novel 
bank. At the same time it seems strange that the demand for 
money after the business world of New York is virtually sleep- 
ing is found to be strong enough to promise a dividend to in- 
vestors in an all-night bank. 

That occasions arise when inability to raise the wind after 
the banks are closed is a cause of worry and delay cannot be 
diepiuted, and it would appear that our bustling neighbours have 
once again shown the world how to save time, even if they 
spend money for the desired economy. 
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The recommendation made by the United States Secretaij 
of the TreasuTj that trust companies of large capitalizaitioa 
ahould be permitted to incorporate under federal laws^ has been 
_ well received by the chief officials of com- 

I^^TSy^iy paixies whose bosiness is conducted in such a way 

86 to command the respect and confidence of peo- 
ple in search of reliable trustees and executors. The president 
of one of ahe oldest and most important trust companies in New 
York is quoted by a Wall Street journal as saying : 



"60 far as I know, the recomimendlajtlon of Geco^eftary GbB/w wtm 
uoft in meapooiee to any request coming ifposn tiniflt oon^Exauny oflficialaL 
fitpOBJcLn^ for osyself I 4BlhpoiuM tblliik (tbat anxh a laiw wtxuM be wel- 
comed by evidi traat oompanlee aa do a etrlctly truot convpany buBl- 
oees, provided itihait incarporatloa lunder fedieral Xawci waa restricted 
to connpeinlee of tiiat chajetcter. Tniat ooitnipeiiJes that are &oiog a 
reeJ <truat comipafDy tyuafaMBB would, I tbixik, !be gOad oi any ayatem 
Wihich would doatingulsh them in the pubiic mind ttom other 
oompanles wthftdh are dolner a ' departm«nit atore ' ^banking buslnf^ *' 



In the October nmnber of this Jottbkal attention waa di- 
rected to the decrease in the figures of the Canadian clearing 
houses for the first six months of the year. The editorial para- 
graph in question was unjust to the fair and flour- 
JtH ^^t^a ; ifihing city of Vancouver, as will be seen from the 

following table obtained from the manager of the 
YanoouTer Clearing House. 

1908 1904. 

Jan. 4k5€0,468 Jan. 6,2S1,271 

Feb <098,710 Feb. 4.898.736 

Hcb 4,968,887 (Bfidb 6.886.668 

Apl 4,940.368 Aipl 6,436.749 

May U66,947 (May 6,977,818 

June 6,797,260 Jiiae 6,876^815 

18,841,030 88,806,941 



As frequently stated in the editorial columns of the 
JouBNAL, the free circulation of American money in the Do- 
minion of Canada, which is the cause of periodical fits of grum- 
bling among some of our bankers and business 
jj^jjj^ " men, is now receiving the careful attention of the 

Canadian Bankers' Association, and it is more 
than likely that an arrangement will shortly be made with the 
Department of Finance which will result in replacing with Ca- 
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nadian the American silver now finding free drcnlation in this 
ooimtry. A statement has been prepared by the Association, 
showing that the profit to be derived from the seigniorage on 
Canadian coin would repay the Dominion Government for the 
expense incurred in collecting American silver and shipping 
same across the border, and the Minister of Finance can be re- 
lied upon to do what is best for the interests of the country. 

In the meantime, senseless suggestions upon the same sub- 
ject are numerous. A member of Parliament is reported to 
be contemplating the introduction of a bill, maldng the circula- 
tion of United States money in our country a criminal offence. 
The discussion of such a measure in the Canadian House of 
Commons would only occupy time which ought to be devoted 
to useful legislation, and any representative of the people 
known to be capable of starting foolish discussions ought to 
be restrained by Act of Parliament from talking or writing — 
except in the silly season and 'tween sessions. 



The biggest bank in the big dty of Chicago is about to 
try a new experiment in handling its big business. The cus- 
t<miera of the bank are to be classified and formed into groups 

or divisions, representing the various large 
Ubonr^ ^' branches of trade. Two senior officials of the 

bank will have control of each division, and these 
officials will be expected to keep themselves thoroughly posted 
m the lines of trade or commerce conducted by the customers 
belonging to their division. In this way each divisional super- 
intend^t will, in course of time, become an expert in some one 
or more branches of trad« and industry, and his special know- 
ledge will tend to minimize the bank's losses. 

It would seem to be an excellent idea, and the results will 
be watched with interest by other big banks. 



Among the inducements offered to the public by the pn>- 
jectors of a new bank in the United States is a free legal de- 
peirtment. The president of the bank, it is said, surreDdered 

a lucrative practice to assume his new dntieB of 
wnat Next Y dispensing free legal advice to all the patrons 

of the bank. 
Whatever may be said or thought about the propriety of 
a lawyer using his professional talents for advertising a bank, 
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there can be no question as to the novelty of the feature. The 
advice given at this free legal department may stir up strife 
and promote litigation, but, as an advertisement, ''advice gratis" 
is even more attractive than the notice issued by a certain 
baaik in a town where the competition for deposits was running 
high: 'Tjadies, while engaged in shopping, may leave their 
children with the bank manager/^ 



Atxyut a quazter of a century ago Mr. Martin J. Oriffin, Do- 
mimon Librarian, whoee facile pen has given pleasure to so 
many thousands of his coomtrymen, wrote for a small literary 
A Qnaim ^^^ ^^ Haliflax to which he then bdonged, a paper 
with Modem entitled '*A Quarrel with the Nineteenth Cen- 
▼o* tury.'* Mr. OiifiQn complained of the wunt of thor- 

oughnees in the work of the modem masons, artisans, mechanics 
and labourers, and advanced ae one cause of the lack of dur- 
ability in modem buildings and bridges when compared with 
those of the earlier centuries, the virtual abolition of the old 
system of apprenticeship which compelled even the moat skil- 
ful workman to serve his master for a full term of years bef oire 
being given freedom to call himself a master mason, artisan, 
mechanic or smith and to become an employer of labour. 

The same subject has lately arrested the attention of 
aniother gifted student of the time in which we live. The Bos- 
tan Herald says : 

" President EUot has a poor opinion of the durabilKy of the wtxkB 
of tSaia age, and he c«i;n see no good reattm for boa8tin«r tbereoC 
The aixtifueolosrltft of 2000 years hence -wflll, in hiis judgmenit, find few 
reoDiaina of the civlUza/tion cf to-day. Our fftmotural -works wiU 
iMuve ibrief (pernmnenoe compared with those of ancient peopQes whose 
erdhilteGiture, utenflllls and records are now ofll>jects of our study. 
Oven the hooks on whdch we so confldemitly depend to {yreserve the 
knowledge of our civilization are in their material sulMrtance too per- 
ishable to serve the purpose. Our susfpensioii 'bridges and veneer- 
ed sky-scrapers affe not mode for all time, but for early decay. Our 
suibwayw he regards ae 'likely to survive almost everyithlng eilse that 
we construct so swdftly for present service. We do not see how 
this fate of ibeln^r forgotten can be escaped. There is so mu6h to 
do, and so liittle time In which to do it. th^at we have to be satis- 
fled with the thin-gs that will last while they serve our need. If 
tJhe Panama caneil is ever dug, perhaps traces of the work wdM sur- 
vive to inrtereat the generations that may navigate the air instead 
of the sea." 

Whatever we may have accomplished in the fields of 
thought and literature, art and science, it seems dear that high 
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stan-dao^dfi of excellence in architecture and con&traotiye work of 
the kind referred to by President Eliot, and the gifted Cana^ 
dian writer, Mr. Martin J. Griffin, are not among the happiest 
distLnctbODB by which the modem ages of the world have an ad- 
vajutage over the earlier. 

No one will be bold enough to claim that the modem sky- 
BcrapenB are eonected with the practical purpose of transmitting 
to poeterity the benefit of ennobling models. At the same time, 
no one will feel disposed to quarrel with the philosophical con- 
clusion arrived at by President Eliot, of Harvard Univereity, 
who sugtgests tha;t we should be ^^s»tisfied with the things thait 
will last wihile they serve our need/' Yet we cannot help re- 
gretting that it is as it is. The old fashioned i(ystem of appren- 
tioesihip gave to the world examples of thoroughness in material 
and workmanflhip which make one regret lest it should be true 
that the days of good work are passing away. 

It will be noted by bankers that even our books are too 
perishable to preserve the knowledge of our civilization, and the 
records of unclaimed balances. 



Messrs. Butterworth & Co., the English law publishers, 

have just issued a book bearing this title. The work is by 

Mr. Ernest Sykes, B.A. (Oxon.), Lecturer on Banking and Our- 

• ^ ^ rency to the London Chamber of Commerce, who 
Bankuicr and i.i»». * ^i"»»» •• 

Oorrency states m his preface that his intention is to pro- 

vide a text-book for students reading for examin- 
ation held under the auspices of the Listitute of Bankers, etc. 

The introduction to this new book on an old subject is 
written by Mr. F. E. Steele, who very wisely says that to in- 
troduce a book as "instructive*' is not enough. It must do more 
than instruct; it must interest, if it is to survive. '^Banking 
and Currency,** by Mr. Sykes fulfils these conditions. 

But there is a lot of food for thought over the truism in 
the opening sentence of Mr. Steele's introduction to the work 
of his friend and fellow- writer: — *^ There is only one school in 
which the practice of banking can ie properly learned, and that 
school is — a hank.'* 
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By the majority of Canadians Lord Strathcona is only 
known and admired for his philanthropy and the splendid dona- 
tion to his Queen and the Empire during the war in South Af- 

rica. In Scotland he is also valued for sage adYiee 
BtratbcoDji ^ joung men. The Olasgow Weekly Leader says: 

The life and success of Lord Steathcona will ever 
be am inspiration to young men struggling upwards through 
long years of toil and obscurity. To them the story of his rise 
from jufloior clerk to millionaire peer will ever possess all the 
charm of romance, and the charm will be all the greater because 
it is no fairy tale they are studying, but an actual record of ef- 
fort and achievement. The principles w>hich have guided 
Lord Strathcona throughout has long and arduous life are prin- 
ciples which all aapiring youth can make their own. On one 
occasion he was asked for some words of advice to young men, 
and this is wthat he said : ^'Be content with your lot, but always 
be fitting yourself for something better and something higher. 
Do not deepise what you are. Be satisfied for the time, not 
grumbling and finding fault. If you want to get higher, to a 
better poaition, only cheerful perseverance will bring you there; 
grumibling will not help you an inch. YoTir future really de- 
pends almost entirely on yourself, and is what you make it; I 
would like to impress this fact on you. Do the work yourself; 
don't wait for friends to use their influence on your behalf; 
don't depend on the help of others. Of course, opportunity 
is a great thing, and it comies to some men more frequently 
than to others. But there are very few it does not visit at one 
time or another, and if you are not ready for it, and have not 
prepared to welcome it, that is your fault, and you are the 
loser." 



As oine among the many lessons in the Chadwick case, 
some of the American financial papers are pointing to the fail- 
ure of national bank examiners to detect such frauds as were 
BaakinspectorB perpetrated cm the bank at Oberiin. The Chicago 
vennza Banker says that, on a purely banking basis, Mrs. 
BankBxaminerB Chadiwick was never at any time a reasonable risk, 
and adds, 'Tier career is a blight upon the fair banking name of 
America.'' 

She has certainly again demonstrated that there are bank 
inspectoxs in the United States who do not inspect, and it is 
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not surprising to find thflt opinion in the neigbbouring republic 
18 being expressed in favour of asking the Oonitroller of the 
Currency to explain why bank examiners have appareirfily fail- 
ed to ascertain the condition of the kige number of national 
banks which have collapsed within the las* year hefore instead of 
after the said banks were compelled to dose l^eir doors. 

Some critics of the oondition of thingis even go 80 &r afi 
to hint that the examinations are not as thorough and search- 
ing as they should be, and that the bank examiners, although 
not as a ;rule politioal appointees, aire sometimes regarded as 
such. 

There may be cause for this outburst against the bank ex- 
aminers, but many Canadian bcmkeis can personally testify to 
the high character and great ability of many of the American 
bank examineors. 

If there is a lesson in the Ohadwick case for bankers, bank 
examiHiers, and the American public generally, there is also 
one for our own people — to adhere to the system which has 
given to this Dominion the services of men, who, by reason of 
years of experience, careful training, and accurate knowledge of 
the business of our banks, are so eminently fitted for the im- 
portant work of periodically inspecting their affairs, and mak- 
ing independent and fearless reports thereon. Without hav- 
ing any desire to meddle in matters which concern us not, and 
without wiahing to express an opinion upon the mierits or de- 
merits of the American bank examiner, we may certainly pride 
ourselves upon the possession of the Canadian bank inspector. 
His duties are not always of the most agreeable character; his 
position entails much discomfort, and occasional exposure to 
hardship and danger; but he must find oomfort when reflecting 
upon the value of the knowledge he obtains of the business of 
the country, and incidentally of the worth of men serving the 
bank he represents. The best testimony of the thoroughness 
of the examinations made by the inspectors of Canadian cjhar- 
tered banks is to be found in the accurate knowledge of af- 
fairs possessed by the general managers of our banks, and the 
very limited number of institutions wrecked since the passage 
of the preeent Canada Bank Act. 
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^Hhe experience of CasjadiaDB with private banks and pri- 
yate bankeie has not left any cause for regret that the Domin- 
ion Gcrenmienty when framing the present Bank Act^ inserted 
the following clauses therein: — 

"Bvery ipexvon cuBBuzntner or <assiag the tftle of ibank.' 'bankiiitK 
ijom^aaxy,' ^haffitolng bouae/ Hanaiirfng aaBOGda/tlon,' or 'tMLnkltng instl* 
liutioii,' -without hedn^f authorised eo to do by this aot, or hy Bovne 
other QUQt in ftuxse In that behalf, is CTullty oif an offenae a^fiAnat this 



"Shrery peraoQ oonxmdtthiir an offense deoiered to he an offense 
a^alnet thds act shall be lieibde <to a fine not e xc oo dftng one tfaou0an<l 
<h>Llars, or to Imprisonmieot for a term not exceeddnc five rean^ or to 
boith« in the dAacretion of the oouit hefore which the oonviotkm is 
had." 

l^he people of the United States are at last also thoroughly 
aroused to the danger of permitting their private bankers to 
enjoy the same rights as private businesB men. Our neigh- 
bours 'have no law now for the good government 
PriTate Banks of private banks, and, while there are men of 

splendid reputation, honourable in their dealings 
and of undoubted means, oonducting private banks in the Unit- 
ed States, whose business should not be destroyed by legislation 
reexQtant from agitation, these same private bankers would 
undoubtedly welcome a change in the condition of things. At 
present, there is nothing to prevent any reckless adventurer in 
the State of Indiana, or elsewhere, from embarking nominally 
in the banking business, and later fleecing the poor dupes, to 
whom the magic sign *T)ank'^ means security. 

Among the many suggestions made is one that private 
banks should be authorized to commence business with a paid- 
up capital as small as ten thousand dollars. 

Those engaged in preparing measures for state supervision 
of private banks have delicate work assigned to them, and it 
will be interesting to note the outcome of their labours. While 
it is their duty to see that the large numiber of private banks 
now in existence aire not unjustly treated, it is equally encum- 
bent upon them to realize that it is dangerous in the extreme 
to permit a man, or any body of men, without suflBcient capital, 
and the requisite training, to -have the custody of the eavings of 
the people. 
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From the report of the Geologioal Survey of Caaada, late- 
ly issued, it appears that, in the past eight years, some ninety- 
seven million dollars' worth of gold has been extracted from 

the Canadian Yukon Territory. Although nearly 
canadiaaQoid all the precious metal has been obtained from the 

daims in a few creelss in the Kiondyke Ittstrict, 
the product from which is aplparently decreasing, mining ac- 
tivity in the Yukon is aaid to be on the increase. The intro- 
duction of machinery for scientific mining operationa has re- 
sulted in the working of several abandoned claims, and the 
profit resulting therefrom seems to be satisfactory to the oper- 
ators. 

The day of the placer miner with his pan has passed. We 
iio longer hear of fortunes being made in a short space of time. 

Since 1900 the output of gold from the Yukon Territory 
has declined several millions each. year. An American financial 
journal, however, in the course of some comments upon the 
condition of things in and around the Klondyke, says that the 
Yukon is experiencing the same thing that has resulted to all 
other countries, and, in the place of the solitary worker with 
pick and shovel, experienced mining engineers and capitalists 
are now coming forward for the purpose of acquiring .prop- 
erties, and taking therefrom the gold which can be obtaiined by 
scientific development of the mines. 



The President of the First National Bank of Chicago pre- 
dicts an early reduction in the rates of interest paid for bank 
deposits. He is reported to have told the members of the 

Minneapolis Club that the ever-increasing amount 
SSi^'' of money lodged with the banks must be dis- 
tributed in commercial channels to ensure a fair 
income to the banks and to encourage the growth and pros- 
perity of the people. The profitable employment of deposits 
is sometimes almost impossible, even in Canada, and the keen 
banker readizinjr the conditions sees the necessity for caution 
in naming a rate for money, which, to quote from an adver- 
tisement sometimes seen in country newspapers, is earning in- 
terest even while the depositor is sleeping. 
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At a dinner given in Toronto lant month by Mr. H. C. Mo- 

Leod in honour of his friend «nd former fellow-worker in a 

Canadian bank^ Mr. James B. Forgan^ now the president of the 

^^^^ First National Bank of Chicago, a pleasing inci- 

itiimte ^^^^ ^'^ ^^^ tribute of thanks and veneration 

tendered by the latter to his mentor ia the 
school Off finance, Mr. Fsyhe, general manager of the Merchants 
Bank of Canada. 

At the opening of an admirable address on the banking 
system of the great country of which he is now a distinguished 
naturalized citizen, Mr. Forgan referred to his early teacher in 
terms of the warmest affection, and in simple and earnest words 
assured Mr. Fsyhe, who has trained quite a nxunber of the suc- 
cessful bankers of the Dominion and the United States, that 
to him the guest of the evening owed a debt of gratitude im- 
possible of repayment^ and that his success was entirely owing 
to the sound banking and lessons of prudence and caution 
taught by Mr. Fyshe. The deserved tribute to the sterling 
worth and recognized ability of Mr. Fyshe was warmly ap- 
plauded by the many bankers present at the dinner. 



In the report of the U.S. comptroller of the currency, 
made eaily in December, there occurs the following passi^, 
following a reference to the striking progress of the country. 
London "I^ spite of all this, however, we do noic 

8tm Loads seem to be taking our proper rank and positi^a 

the World in foreign and international banking. One of 
the chief difficulties encountered by all merchants and mana- 
factnrers in extending their trade with foreign countries, and 
especially those of Sonth America and the Orient, is the lick 
of American banking facilities and the necessity of doing this 
business very largely through European houses.^' 

This statement merely gives expression anew to the se^.se 
of dissatisfaction frequently manifested that New York fails to 
oust London from its primacy as the world^s greatest financial 
centre. The snrvey which we are able to give in this number, 
by a Viennese professor, of the methods employed in the financ- 
ing of the commerce of the world through London, contains in- 
cidentally further evidence that it is not New York alone which 
is jealous of London's financial position. Whether Dr. Hel- 
laner's prediction that the end of this primacy of London is 
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approaching be fulfilled booh or not, hia article is a witness to 

the care with which the conditions, on which that primacy de- , 

pends^ are studied on the European continent. , 



In our last number^ the movement in the direction of the 
establishment of a gold standard in Mexico was discussed by 
Professor Mux. Bapid progress in the direction indicated has 
Mezioo and ^^^^ made in the meantime. By the middle of 
the Gold November a bill was presented to the Mexican 

standard legislature, and was quickly adopted by both 

houses. This Act empowers the Mexican Government to take 
steps to make the silver currency conform to a gold standard. 
The existing silver dollar is retained, but its value is to be 
made equivalent to that of 75 centigrams of pure gold, which is 
almost identical with half a gold dollar of the United States, 
and is somewhat above the average exchange value of the 
Mexican dollar in recent years. The restriction of coinage of 
silver is, apparently, the measure chiefly rdied on to effect the 
rise in value decreed for the silver coins. For exportation, 
coinage on private account will still be permitted, but not for 
internal circulation, while the importation of Mexican silver 
dollars into Mexico is to be prohibited. Many details remain 
for determination, but the principle of a gold standard has been 
adopted more readily than might have been anticipated. 

J. T. P. K. 



\ 



THE AGENCY OP THE ENGLISH BANKS IN INTER- 
NATIONAL TRADE PAYMENTS* 

BY PBOF. DB. JOSEF HELLAUEB. 

THE pre-eminent position in commerce with foreign conntries 
which England had attained at tlie epoch when the de- 
velopment of modern commercial methods took place, has had 
ne a resnlt that that side of banking business, whose function is 
to effect the payments required by oversea trade, has reached its 
most flourishing development first on English soil. London, the 
centre of commerce between Europe and other parts of the 
world, became also the centre of the connected exchange busi- 
ness. London was, indeed, adapted for the purpose, as no other 
place is, on account of the prodigious supplies of capital which 
were gradually concentrated there, in consequence of its domi- 
nant position in the trade of the world. TTiat dominant posi- 
tion, as a world power in commerce, has, indeed, already passed 
from London in great degree. The increasing volume of trade 
between Europe and other parts of the world no longer needs 
the centralization of agencies at a single centre. In the matter 
of exchange business, however, London has still in the main 
the dominant position, and if, by degrees, competition in this 
business increases, the power of its great fund of capital, on 
which its position in the world depends, is still so overwhelming, 
and finds such important support in the inclination of mer- 
chants in other lands to effect their payments through London 
and in English currency, that it will be long *ere this position 
of sovereignty will be wrested from that city. 

It cannot be denied that certain advantages accrue to all 
participants through this concentration of exchange business 



• Translaitled, by kind permteelon of thse author, from an article 
(n the Jahrbuch dcr Export Akademie des K. K, Oesterreichiachen Handels- 
Museums for 1902^)8. 

An appendix of lllustnatlve documents is omitted In view of the 
taxft that most of them would be familiar to xnemrbers of the Caixadlan 
BanJcers' Assocdatloin. 
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in intematioiial commerce at a single centre. The English 
currency has^ as a result of this concentration^ been so well in- 
troduced, and has achieved such an international character that 
it plays to-day a role in international exchange business cor- 
responding to what would be the function of a universal 
language in verbal inteoroourse between natives of all coun- 
tries. It is sufficient to establish relations with London, in 
that city the drafts of the exporter are made payable, there the 
importer makes what he owes available. For an Austrian 
exporter it would be much less convenient, if his customers 
beyond the seas remitted to him through the national banks of 
all the yarious European countries, than if he has, in the main, 
only to deal with drafts on London in pounds sterling. Fur- 
ther, the foreign merchants, who handle both import and export 
business, and are in relations with many countries of origin 
and destination of goods (both European and extra-European) 
derive a great advantage from the fact that it is everywhere the 
prevailing custom to remit in drafts on London and to accept 
payment in like drafts. For such merchants, it is enough to 
have a banker in London, to know the conditions of London 
banking business alone, and it becomes possible to them to 
balance receipts and payments in London without the necessity 
for reduction from one currency to another, and, on the other 
hand, to adjust their drafts in their own countries without any 
especial difficulty (securing a market for their drafts against 
exports, and a means of effecting payment of moneys due at 
regular rates of exchange). 

The English themselves, of course, derive the greatest 
advantages from this state of things. The wealth of the nation 
is increased thus every year by many millions, which the whole 
world pays in tribute to English bankers for their services. But 
the English m>eirchant also gains, in that he has the foreign 
banks in his own country and settles his accounts with them, 
and above all with his correspondents in foreign countries, in 
his own (native) currency, an advantage over his oompetitoTB in 
other countries who have important difficulties to overcome in 
these respects. The English merchant secures, througlh these 
foreign banks in his country, easier credit, ease in transacting 
business with them, needing no intermediary in that business; 
he suffers no exchange losses in effecting his payments, and saves 
expense in exchange business with them, and, not least among 
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his advantages^ he finds an important aid in the knowledge his 
bankers possess as to the credit of merchants in foreign centres. 

These advantages are 60 important in comparison with the 
position of merchants in foreign lands^ that it must seem en- 
tirely natural if^ at the present time, the other conmiercial 
nations of Europe are endeavouring to emancipate themselves 
from dependence on London as intermediary in foreign pay- 
ments, and to establish their own international banks for the 
purpose. The ever increasing scale on which oversea trade is 
carried on will finally render this decentralization possible, even 
afi it has already made an organization in commercial affaire and 
fotr ocean tran0po(rt, indep^ident of London, a possibility. As 
yet, however, the difficulties in the way of such independence in 
banking are very serious. In the first rank of hindrances 
comes the inclination of foreign mercantile houses, already 
referred to, to make their exchange payments through London 
exclusively. The fewer the subjects of any one country who are 
engaged in foreign commerce, the less can a national bank of 
that country hope to secure a change in this direction. Added 
to this are the natural efforts of the English banks to exclude 
foreigners from gaining a footing. Among other means em- 
ployed is that of contriving to draw the important business 
houses of such a country into their own circle of clients, and 
thus deprive the ^ffioit at independence of its best support. 

Whatever be the final outcome of this trading competition, 
the English banks to-day play the far and away most important 
part in the exchange business of the world. The business 
methods which have been developed by the English in exchange 
banking are thus those which prevail, and the foreign banks 
outside England have accepted them for the most part, often 
oven including the technical terms employed. These methods, 
principally, will form the subject of what follows. 

Only a few brief remarks on the general features of the 
business methods of the English international banks need be 
made by way of introduction. There exists a thoroughgoing 
division of labour among the banks according to the regions 
with which they have connections. Especially fundamental 
is the separation of East and West, expressing the great con- 
trast of commercial relations and cuntoms in these divisions 
of the world. A third principal group may be named in the 
p*eat English colonies^ whose commerce is European in char- 
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aicter, — ^Axistoalia, South Africa and Canada. Within each of 
these three groups there is found more or less of specialization 
according to countries. This is least marked for the distant 
East, India and Eastern Asia, the same banks having, for the 

* most part, business relations with the entire region. Though 

the most important bank for India is unquestionably the 
Chartered Bai^ of India, Australia and China, and for Eastern 
Asia the Hong Kong and Shanghai Banking Corporation, the 

V former operates also in Eastern Asia, the latter also in India. 

The four greatest South American banks, the London and 
Brazilian Bank, the British Bank of South America, the 
Londion and Kio Plata Bank and the Bank of Tarapaca and 
Argentina, limit their operations in the main to South America. 
They further restrict the principal part of their business 
severally to particular countries. Thus the two first deal 
mainly with Brazil and La Plata, the last with Argentina and 
Chili, while the London and Bio Plata Bank has selected the 
La Plata as its special field of operations. As for the three 
great English colonies referred to, each is served by special 
banks, wthidh have entirely specialized in the boisineiBs of the 
particular colony. In the same way lesser commercial regions 
across the seas, of more or less exclusive nature, have their 
special banks, as the Colonial Bank in the case of the West 
Indies, and the Bank of British West Africa for Western Africa. 

Eajch of the banks has its Head. Office in London, with the 
exception of the Hong Kong and Shanghai Banking Coippora- 
tifon, whose Head Office is in Hong Kong, and the Bank of Brit- 
ish West Africa whose Head Office is situated at Liverpool, the 
headquarters of the trade with West Africa. 

Beyond the seas, the banks act partly through their own 
branches, partly through agencies, in which capacity import- 
ing and exporting houses which carry on a subsidiary banking 
business, often, nay, generally, officiate. These mercantile 
houses carrying on a banking business have, naturally, the 
greatest importance in the smaller places, where it would not 
pay the banks to establieth branches, as is the case in many 

» looaliti^ in Central and South America, and as oocurs also in 

the East. Incidentally it may be noted that' such mercantile 
houses carry through their banking business with Europe in 
part quite ind.ependently, and that there ore among them. 

^ numerous non-Engh'sh, and in particular German, firms. In 
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this way a direct and not unimportant competition arises with 
the exdiange business conducted through the English banks. 
Many banks have no branches, but condnot their businese en- 
tirely through agencies. In paj-ticular, many of the English in 
temational banks draw European counitries outside England, or 
the commercial centres of North America, within the limits of 
their business by means of agencies, in order to make use of 
their established business connections in conducting the ex- 
change business of such centres with those r^ons abroad which 
these banks have selected as their own particular field of opera- 
tions. Thus the London and Brazilian Bank has agencies in 
Lisbon, Oporto and New York. 

The English merchant, engaged in import or export trade, 
mainly in both, has often, for each region of his commercial 
operations, relations with a bank operating in that particular 
region. Such direct relations can also be established from the 
continent, but are in general only possible to the larger mer- 
cantile firms, those which carry on an important business with 
the region in question, and can secure corresponding credit, if 
one disregard simple collection or fully secured business. 
Smaller firms, or those which undertake only isolated mercantile 
operations with distant lands, are, on the other hand, compelled 
to secure the services of a bank at home, through which they 
can attain to the enjoyment of the credit required. Through 
a current account, or other arrangements entered into with the 
English bank, the operations of that bank as intermediary, and 
in financing their business, become available to the less im- 
portant exporting or importing houses. The expenses are not 
always as high for business transacted in that way as the full 
commission charges of the home bank amount to, for the Eng- 
lish banks frequently quote lower rates to other banks than to 
merchants. 

As to what concerns the material conduct of the inter- 
mediation of Engliflih banks in international paynuentB, the 
greater part of the business is materially based on bills of ex- 
change. It is therefore this document which calls for first con- 
sideration, in the shape in which it is used in foreign trade. 

Bills of exchange are classed either as Documentary or as 
Clean drafts or bills. The f oraner are accompanied by tihe ship- 
ping documents, that is, by the Bill of Lading, a copy of the 
invoice, and. generajlj^ by a document attesting the taking out 
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of a policy of marine insurance. The complete set of bills of 
lading must be presented; all the copies prepared for that 
transaction. For d^liyery at the end of the voyage, all the lu- 
plicaites need not be sent to London at once, but the different 
copies are forwarded by different ships, each with a duplicate 
of the bill of exchange. If the London bank is to take action 
(securing acceptance or j^ayment) in such a case on the first 
copy, the foreign bank which has received the entire set 
ordinarily certifies that all the copies are to hand and will be 
duly forwarded. Such a certificate would run, for example, as 
follows : "All negotiable vias of the Bill of Lading relating to 

this Bill have been reoeiyed by Th& Bank, Santoei 

and will be forwarded to The Bank, London, by fol- 
lowing mails." The Bills of Lading are commonly drawn in 
blank, but may run in favour of the bank, or of the consignee 
of the goods, in which last case, if action involving any risk is 
to be taken by the bank, the client on whose behalf it is taken 
must enjoy good credit. As a document relating to the marine 
insurance, either the original policy of insurance (as generally 
in export business) or a certificate of the insurer as to the fact 
of insurance (generally in import business) is employed. This 
document also needs endorsement (usually in blank), otherwise 
it runs to bearer. In import business, in which very 
frequently the insurance is effected in Europe, this insurance- 
document is often wanting, but, on demand of the English 
bank which is to effect the payment, a declaration as to the 
notification of the insurance in Europe is forthcoming. A Bill 
of Exchange unaocompanied by documents is designated a 
^'Clean Bill.^' Documentary Bills axe by far the more common. 
The documents are to be delivered to the drawee either 
against acceptance (abbreviated as d/a or B/A), or against 
payment (d/p or D/P). The appropriate mark, placed on the 
bill by the remitter, or a letter of notification, will indicate 
which course is to be followed. In the case of 'documents 
against payment,^ the actual payment frequently occurs before 
the maturity of the bill, (if the purchaser, either because the 
ship has arrived, or because he has resold the goods, needs the 
documents thus earlier). Naturally a rebate of discount is 
customarily given in such a case (in so far as it is not a case 
of interest-bearing bills, in which case the earlier payment 
carries with it a saving of interest automatically) . The rate of 
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discount at which rebates are calculated is generally less than 
the Bank Bate (frequently 1% less). Bills with 'documents 
against payment ' form the principal item in the class of busi- 
ness, to be discussed later, which consists of purchase of and 
advances against bills. The English banks generally make only 
a partial advance on bills with ' documents against acceptance/ 
and even this is not very easy to procure. This does not hold, 
of course, when the drawee ia a bank : in such a case it is easily 
understood that the stipulation 'documents against payment' 
is not made. 

Bills of exchange are either Sight, or Time bills, (the 
latter mainly with a currency of 60, 90, 120 and 180 days) 
both when drawn on foreign places and when drawn thence. 
In export business to Eastern markets, bills bearing interest are 
a marked feature. The drawee has to pay, in addition to the 
amount of the bill, interest from the date of the bill to the 
approximate date of its reimbursement in Europe, and in this 
way the exporter secures a refund of his loss in interest, which 
arises from the interval elapsing between his outlay for the pur- 
chase of the goods in Europe and the repayment of that outlay 
by his correspondent in the East. The clause in the bill which 

deals with the point runs as follows: — ^''Witih interest at 

per cent, per annum added thereto from date hereof to approxi- 
mate due-date of arrival of the remittance in London,'^ or other- 
wise to the same effect. Such interest-bearing bills are always 
drawn in pounds sterlings not in foreign currencies, a custom 
based on the above-mentioned aim of a compensation for loss 
of intei^t on the purchase price of the goods, which price is 
expressed in Englidi money. 

There are also used in commerce with the East, bills 
drawn in the different Eastern currencies. This contrasts with 
the case of South and Central America, which, in their export 
trade to Europe, employ the pound sterling as the regular unit 
of value, though drafts may be made in francs or marks on 
occasion. Drafts made in connection with the import trade of 
these oversea countries are in the vast majority of cases drawn 
on London in pounds sterling. 

In case the bill, drawn in the currency of a European coun- 
try, in connection with its export trade, be payable in a country 
which has a different currency, the drawee can secure the pay- 
ment in the currency of his own country at a suitable rate of 
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conversion. The rate of exchange at which the conversion is 
effected is that quoted by the collecting bank abroad for the 
purchase of drafts on Europe at the date of the collection. 
The possibility thus arises of employing for conversion either 
the rate for sight bills or for any one of the various classes of 
long bills (60, 90 days, etc.). Sight bills are naturally quoted 
higher than those at 60 or 90 days* sight, and it is therefore 
advantageous to the buyer to pay at the rate for the longest 
currency possible. For this reason the term of the bills, the 
quotation for which is to be employed for conversion, is defined 
in the draft itself. In general the sight rate is used in Eastern 
trade, while in the trade with South and Centnal America, the 
90-day rate is ordinarily paid, l^e clause relating to the rate of 
conversion to be used may run somewhat as follows : — ^^Tayable 

at the current drawing rate for the (the collecting) Bank^s 

Drafts at (Demand or x days' sight) on London.*' 

The payment of the invoices is effected either through the 
buyer of the drafts or by a bank designated by him, generally 
an English bank. In the European export trade, the drafts are 
usually made on the buyer, in import into Europe on London 
banks. In consignment business the direction of the exporta- 
tion determines that of the draft in the majority of cases, it 
being drawn direct on the consignee, but a common custom is 
to draw on European, and especially on London, banks; in im- 
port trade, an important part is played by direct drafts on the 
great importing houses, which act as consignees, in addition to 
tihe indirect drafts on banks. Beonittances, t. e. bills which are 
purchased by the buyer or consignee for the purpose of sending 
them to the seller or consignor as payment, do not figure at 
all in the European import trade, and play no very large part 
in the business of importers oversea. Payment of invoices in 
transmarine trade is mainly effected by means of drawing bills. 
Only in those regions to which sales are made without a fixed 
term of payment, does the remitting of bills attain to import- 
ance. The importer, in making use of this method, can either 
secure his bills from exporters, thus obtaining Documentary 
BUls^ a method often practised in Central and South America, 
where on grounds already set forth the remittance has far more 
importance than in the East, or he may buy from a bank a bill 
drawn ad hoc, as is customary in Eastern markets. The latter 
class of drafts are known as Bank Bills or Credits, since they 
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are drawn by one bank on another in virtue of standing credit 
arrangements. They are, moreover, Clean Bills. In similar 
fashion one may purchase from the banks telegraphic remit- 
tances, known as Telegraphic Transfers (abbreviated T. T.) or 
Cable Transfers; these are orders remitted by a caibled despatch 
to European banking centres, to pay a definite sum to a person 
designated. 

It may be seen from the foregoing that the principle func- 
tion of the English banks as intermediaries in payments in in- 
ternational trade is to be sought in the receiving of drafts ac- 
companied by documents, whether for simple collection, or for 
securing payments, or advance payments, or in the accepting 
of drafts of the seller or consignor of goods, as commission 
agents. The collection of the amounts of invoices in return 
for documents or drafts is not in question. The payment of 
invoices does, however, take place, under instructions from 
foreign buyers, against delivery of documents to sellers in 
Europe, without using bolls, but it is usual in these oases for the 
bank to draw on the oversea client, and it thus secures its pay- 
ment, ilttiese, the best of all conditions of payment, occur, 
of course, none too commonly. 

As indirect drafts on the bank are employed mainly in 
import trade, the collection business of the banks can only be 
important in connection with export trade. The mere 'col- 
lecting' is not even here the most important function to con- 
sider, since the exporter in most cases seeks, by realising on 
his drafts against export, to procure ready money as soon as 
possible. It is in the trade with South and Central America 
that the collecting business has greatest importance. 

For this branch of their operations, the London banks lay 
down regulations, partly sent out in the form of offers to their 
clients, partly communicated at the same time as the acknow- 
ledgment of receipt of bills for collection. Among these regula- 
tions may be noted here the exclusion of any guarantee against 
losses which may occur in the course of effecting the collection. 
The banks declare themselves as ' not responsible * for the docu- 
ments which pass through their hands, for the goods of which 
they may have to accept and again to make delivery, for the 
accidents, neglect, and solvency of and remittance by their 
agents or correspondents abroad, — ^and occasionally more of the 
same kind. Not all banks regard it as necessary to add at least 
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that they will protect the interests of their clients with all 
needful care. 

In all such regulations, clear instructions are required as 
to what is to be done with the documents, what in case of the 
bills not being honoured, what is to be done with the goods in 
case of non-payment, and at what rate rebate of discount is to 
be allowed in case of payment before the maturity of the draft. 
In many cases there is also required or recommended the in- 
sertion of a suitable clause defining the rate of exchange at 
which payment is to be made. 

Natuirailly the commission and expenses of collection are 
aJso dealt with in the regulations. The rate of commission is 
not uniform for aJl places where collections may be miade, but 
•Jj^ appears to be the most general rate for places where the 
banks have t»hedr own branches. Where the bank has no 
branch and must utilize its correspondents, either a higher com- 
mission is stipulated for directly, or a separate item covers the 
comimission charged by the correspondent. For drafts of 
small amount, a minimnm charge is fixed (perhaps 5s., maybe 
2s. 6d. or 10s.). In case of non-payment of the draft, some 
banks reduce their charge for commission (perhaps by one- 
half), others charge the same amount whether the bill is paid 
or not. Incidental expenses include postages (often charged 
at a fixed rate, 2s. 6d.), stamps, etc., charged separately. For 
exdhange on outof-the-way plaxjes a deduction may be made for 
tihe diminution in the sum cdleoted in the oooinse of remit- 
tance from such a place to the chief business centre of the 
country. In general it may be regarded as the English custom 
in the export trade that the buyer pays the cost of getting in 
the money involyed. This only expresses the principle found 
in our ♦ commercial law that the buyer is bound to make pay- 
ment to the seller at his place of abode free of cost. For the 
rest it may, and generally does, happen that the amount of the 
bill 18 made to cover costs of collection, but another custom abo 
prevails, namely, to demand and commonly to note on the draft, 
that "charges for collection to be added,^' or, as the phrase runs 
for Australia and South Africa, ^'remitting exchange to be col- 
lected.'^ 



• i.e. The Aiifitrian law, agreeln^r h^re -with the Bngflieh. In the 
Pixxvlnice otf Quebec pwiyment is due at the debtor's (buyer's) domicile, 
CL(f., Civil Code, Art U6e. 
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This simple collecting business^ as already stated^ is by no 
means the most important function of the London banks. 
Their meet important function consists far more in financing 
the over-sea business in both directions. But it is said that 
the characteristic function of exporting and importing mer- 
chants, esfpecially of those operating in Europe, lies not only in 
ttieir intermediation in trade, but also in their financing of the 
business. And that is perfectly true. But the capital of the 
merchants themselyes would fall far short of the extenit of their 
financing operations, did not the banks oome to their assistance 
with banking capital. The great intermediaries in international 
trade finance their affairs only in part with their own capital, 
and in part with the help of the credit which they can secure 
from banks on the basis of their resources and business. The 
greater part of thw customers would fail to secure the support 
of the banks, or to secure it in adequate measure. 

The manner of the financial operations of the English 
banks in oversea trade, and the organization developed in cxxn- 
neotion therowith, d^'fl'ers as between export and import trade. 

In the export trade, the beforementioned collection business 
introduces in part the financing -element in view of the advances 
made in the oouise of the business. For the most part it is not 
the low London mte < f interest which is charged on these ad- 
vances, but the much higher rate quoted by English banks in 
ooimection with their foreign business. TIbe ordinary rate for 
this oversea business is 6 per cent. This is not to be regarded as 
purely an interest charge, since the banks in the case of an 
advance of the whole amount of the bill impose no charges be- 
sides this, either for commission or for postage. There is here, 
not only an ordinary interest chaige, that is a compensation for 
resigning to another the use of capital and for the risk associat- 
ed with that act, but, in addition, a recompense for the ex- 
diange operations of their branches or agencies abroad, which 
generally cost much more than similar establishments in 
Europe (on account of the higher cost of management). 

After the receipt of the amount of a bill held for collection, 
and on which an advance has been made comes the final account- 
ing, the striking of the balance between the advance together 
with interest on the same, and the net proceeds of the 
bill, that is, the amount received on it less commission and post- 
age and other expenses incurred, should there be such. If the 
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high over-sea rate of intereert, a rate including, as shown, a 
cotmimiBgion, be charged on the advance made of part of the 
amount of the bill (i.e., in the case of *T)ills sent for collection 
and advanced against'*), the commission for collectiooi to be 
reckoned on the entire amount of the bill will undergo some 
modificatiooi as compared with that charged for a simple col- 
lection (^TBills sent for collection only*'), generally being reduced 
by one-half, with the possible further omission of any separate 
postage charge. If, however, the advance has been charged 
for at the ordinary English interest rate, as also occurs, the 
commission and changes are made at the same rate as for ^^col- 
lection only.'' Such partial adveinces on bills for collection are 
especially frequent in South American trade, a depairtment in 
which D/ A drafts are particularly common. 

In the case of sterling drafts with an interest clause of the 
kind given aibove, according to which the drawee is to pay in- 
terest up to the eertimated date of receipt of the covering re- 
mittance in Europe, the collecting bank, which has made an 
advance, receives its interest charges from the payer of the 
drafts and at the rate demanded by it on over-eea buisiness, 
since the draiwer has stipulated for that rate in the bill itself. 
If, in such a case, the bank advances the entire amount of the 
bill to the exporter, no final account remains to be settled with 
the receiver of the advance, who may equcJly be regarded as the 
seller of the boll, and this is particularly deaor if the payment 
of the draft takes place at the demand rate. Nevertheless, 
such final accounts are very commonly rendered. The seller 
is debited with the advance made and interest at the rate used 
in the oversea business up to date of the accounting, credit- 
ed with the amount of the draft received, which, if not a sight 
dmf t, and thus only due at a later date, will be discounted at 
the ordinary rate for English bills (a lower rate than that at 
which interest was debited). Oommiesion and postage do not 
come in question, according to the principles laid down above 
as to the use of the rate of interest charged in foreign busi- 
nees. Only in the case of drafts of less than £100 sterling 
has a collecting change of 2s. per bill been recently established. 
The small differences which commonly arise between the 
aimiounts credited and debited, and which may be either jin 
favour of the receiver of the advance or against him, remain for 
settlement. Naturally, such an account must of necessity be 
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rendered m the case of a bill ot which, only a part of the 
anioimt lias been advanced. 

If an English bank buy sterling drafts without an interest 
claiBse, tihey miust^ of ooixnse^ be diBOOiinted. The rate employ- 
ed is the seume^ or ait any rate samething like that already did- ' j 
cufised as tihe interest rate for oversea business, so that in the \ 
deduxrtion of the disooimt, oooninission and postage are already 
included, and no separate account is needed. A ddfference . 
arises between tho case of drafts payable in English colonies in 
which the Englfah currency is the l^gal local currency, particu- 
laiily Aujstralia and South Af ricai, and that of drafts payable in 
a different cuirrency, in tiie case of which a oonvereion of the 
sterling amount inito that other currency must be made at the 
rate quoted for drafts by the collecrting bank. 

In the fanner case, the sale of the sterling draft could 
be understood as a simple discounting in which the higher dis- 
count rate for oversea drafts must, of course, be used. We 
find here, not merely the factors considered previously in the 
oversea interest rate, but the operation of the rate in reducing 
the value of the draft. It is miuch more a value-reducing co-ef- 
ficient whidi is involved, operating as substitute for a rate of 
exchange, thraugih wihidh the differences in value between the 
pound sterling in England and at the other end of the world 
find expression and comparison. This part of the interest rate 
is to be regarded in the same light as the percentage ^perte* in 
which Paris quotes sight drafts on other centres in which the 
franc is also the currency unit. Inasmuch as the entire in- 
terest rate, serving in this case as a deduction from the sterl- 
ing amount of the draft, is to be regarded as compensation to 
the bank for the exchange of a sum. of ready money in pounds 
sterling in England against a sum to be collected in a colony 
and at a later date, as in the cases already considered where 
rates of exchange are quoted, this interest rate is known under 
the name ^exchange/ 

Under sutih conditions, the level of the exchange quotation, 
on a given plflx» and at a given currency, is dependent on the 
estimated value of the means of payment at the plaice and at 
the Qftrrency in question, as it results from the demand, and 
supply for such means of payment and the credit conditions of 
the locality on the one hand, and, on the other, on the tight- 
ness of money in England, which, with the last-named con- , 
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oideratioai, deteitmin^B in the main tihe le^el of tbe interest rate 
for deferred paymeoitB. The aimonnt of the IntereBt i6ite which 
fierves as basis cain be seen by oompariflon of exchange rates for 
drafts of difietrent currencies, nihns tbe Staoidard Bank of 
Souibh Africa^ on 16th May, 1903^ quoted buying rates on Oape 
Colony a3 follows: \^ for sight, 1^ for 30 days' sight, 
lijt for 60 days' sight, 2\^ for 90 days' sight, and 2|^ for 120 
days' sight. The difference in rate for 30 days difference in 
the currency of the ball stood thus ait ^ — f ^, or on the baaia 
of an interest rate of 6 to 7^ pea- cent.* On June 8th of the 
same year the bank quoted, for bills of the same currencies as 
above, the following series of rates: |, If, 2^, 2 J, 3^j^. Here 
the differences are from f to %^y representing a lose of the in- 
terest rate of 1^ per cent, per annum as compared with the 
date previously cited. How the exchange is affected, by the 
varying estimates of the values of bolls playable in different 
localities, is shiown in a quotaftion circular of the Bank of 
Africa, Limited, in whidh demand drafts on Cape Colony, Natal, 
Orange River and the Transvaal are quoted at |^, Bhodesia at 
Jj^, Beira (where the sterling currency is also employed), at Jjf. 
90-day bills are quoted at 2, 2J, and 2^^^ respectively, for the 
localities named. The exchange on Australia and New Zea- 
land is naturally higher than on South Africa, on account of 
the greater distance of these countries and the consequent great- 
er loss of interest ia collection. For small bills a minimum 
charge per bill is made, $. g,y 3s. 6d. 

According to English usage, the seller, as already noted, 
has the right to require the buyer to bear the expense incident 
to realising the value of a bill of exchange. Not only the sim- 
ple chaxgcs of collection are included in the expenses thus 
borne by the buyer, but the total amount of the bank's chaiges 
(interest induded) for an advance of the entire amount of the 
bill. By means of such indemnification of the cost of financing 
the draft, the buyer guarantees the seiler at the same time 
interest on the value of the goods sold, and is entitled, in re- 
spect of this, to claim the discount allowed for cash payment. 
The seller usually adds to the amount of his draft the expenses 



* The rise of the rate for later dates is not cLLwayB strictly 
proportional to the time Interval, since the risk of the receiver of 
the draft is not always increased in that proportion, but rather In 
a hi^rlier degree (ag. under very unoertain industrial oondttJons). 
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of realising on it, %.$,, in the case considered above, the exchange, 
and, drawing for the augimented total, has the (x»nputed valne 
of his goods remainiing after deducting the ezchange charges. 
Should he not have followed this course — maybe through not 
knowing the amount of the expense of realising on his draft 
when mafcing it — ^he can yet transfer the expense to the buyer, 
by reqniriDg .the English bank to pay him the full amioiunt diawn 
for, while it recovare the expenses from the drawee independ- 
ently. In this case theire is added to the bill the note — ^^^Ex- 
change to be added,^' or, following tbe amount of the draft, the 
wording of the bill will be, ^%ith Exchange for Negotiating Bills 
on the Colonies at the current rate and stamip duties/' 

In the case of sterling drafts, payable in ocmnttrieB where 
the actual currency unit is not the poirod sterling, the disoonnt 
deduotion from the amount of the bill does not express the 
exchange-rate, and the amount must be oonvefried into the cur- 
rency of the place of paymenit for the purpose of ooUection. 
fTlhe seller is not ooncemed with the ra»te of oonversion. He 
has to endure the deduction of the discount from the amount 
of his draft, and that is all. But it may, nevertheleaB, be a 
matter of inconvendenoe to him, as exporter, if his correspond- 
ent abroad is not in agreement with the bank on the subject 
of the rate of exchange. In this conneotioin, eepeciailly, may 
be quoted the example of the praetioe of London banks in 
handling exchange with India, namely, in specifying at the time 
of purchase of drafts that the conversion of the sum involved 
is to be effected at the rate quoted by them at that date. This 
leads frequently to trouble with the buyer later on, since he is 
disinclined to submit ix> that conversion rate, in case it is 
higher than that quoted at the date of the payment of the draft. 
In the case of South American bills, the clause dealing with 
the exchange rate runs, commonly, as follows: — ^^Tayable. . . . 
at Drawing Bate on Day of Payment /' ex- 
cluding thds predeterminBition of the rate. Thus, the Bank of 
Tarapaca and Argentina, Lim., quotes Buying Bates for Bills 
on South America as follows: — 



Sicht 

West Coast (Chili) 2} % 

East Coast 2 % 



30 dayi' 


6odayi' 


Qodayi' 


sight 


siffht 
31% 


tiffht 


3 % 


4 % 


21% 


3 % 


31% 



The difference of ^^ for each month^s difference in the 
currency of the bill corresponds to an interest rate of 6^ per 
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annam. iDhe fact that drafts on the East Coast are quoted 
ifi low^er than those on tlhe West Gcest is explained by the lees 
distanoe^ and consequent eanoller loes of tntereBt, in the f ormeir 
case. The fact tha/t QO-day balls on the West Coofit are quoted 
at 4^ suggests that the loes of interest involved in the oolleo- 
tion of such bik is estimated by the bank to run for eight 
months. The period is arrived at through the oonsidemtion 
that the 90-day bill, with time of tmnsmiasion added, will need 
four months before it is collected; the proceeds must be re- 
mitted to London, and, employing 90-days*HEdght drafts for the 
purpose, yet aniotber four moniths must elapse beforo the 
amount is available in London. 

For bills drawn, not in pounds sterling, but in the cor- 
reoicy of the country of payment, as in the trad^witir the 
East, if the exporters propose to make price-quotations in 
Eastern currencies, they may secure from the London banks 
buying mtes for bills in the same form as the quotaitions of 
exchange rates on Eastern countries ofi the miarket. ilttiese 
rates relate to the various periods of currencies of drafts, and 
indude not only compensation for loss of interest, but ailso 
commission aind expenses.. For example, the Charbered Bank 
quoted on 28th August, 1903, rupee diiafts as follows: — ^De- 
mand Is. 3 "/led., 30 days' sight Is. 3 "/82d-> 60 days' sight 
Is. 3 ^Ad., 90 days' sight Is. 3 ^^/^z^. The differences of the 
rates, */82d., expresses one month's interest. That gives a rate 
per annum, on the sum involved, of 7 per cent. 

!I^e buying-rates of the banks, given in thedr carculora, 
of Gource refer to general conditions, and to those alone. A 
good customer can commonly secure better terms. In oact 
cases, the employment of the smallest fractional quotaitions 
enables tihe baiiks to give expression to every condition which 
may influence the value of the bill. Such are, the solidity 
of the seller and of the buyer of the goods, whether the Bill of 
Lading is "clean" or "marked," whether the shipment consists 
of goods readily damaged or the contrary, the soundness of the 
vessel in which they are shipped, etc., etc. It is, naturally, 
for large transactions that the need of very fine quotations is 
felt most. 

All the oases of the financing of conmieroe treated so far, 
whether that of a partial advance or an advance of the entire 
amount of drafts, or of their purchase by the banks, are to 
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be found, iK>t odIj in connection with sales for export, but also 
in coofiignment bvusinesfi, if the consignor drawd on the con- 
signee in order to secu^re an advancse, whether he draw for the 
full value of the goods, or for a part only, as may be agreed. 

The bank will only make an adTance on bills handed over 
to it, whether of the whole or of a part of their amount, and 
whether they cover goods sold in advance or forwarded on 
eoTiHigniment, if it have adequate security or sufficient reason 
to gient to the shipper or reoipLent of the goods the needed 
Gredit, or, as generally happens, if security be given sufficient 
to cover part of the advance and the customer enjoy satisfac- 
tory credit in addition. Such security may be foiind in the 
property or deposits of one or both of the parties to the bill. 
The pdndpal and most important security which the bank 
gets, however, is the bill itself, the documents accompanying 
it, and the goo^ on which it is based. 

In direct transactions between the shipper and the lending 
bank, the bill bears, after the goods are shipped, only the 
signature of the drawee. The receiver of the goods ha^ not 
yet accepted it, and, on account- of the distance of his place 
of abode, acceptance cannot be immediately prooured. The 
lack of this acceptance is more than compensated for by the 
documents accompanying the bill, which are pledged to the 
bank by delivery to it. If these documents are to be released 
only on payment of the bill, the bank remains in poesegsion of 
its valuable pledge until its money is repaid to it. If, on the 
other hand, the documents are to be released, on acceptance, 
the signature, and the legal obligation it involves on the accep- 
tor, replace the documents themselves as security. That banks 
do not always regard this substitution as one of value for value, 
or entirely satisfactory, is readily understood. In that case 
a second form of pledg-ing of the goixls is employed, which 
may at least partially replace the former pledge through hand- 
ing over the documents. It consists in a written declaration, 
on the one side by the shipper, on the other by the receiver, 
that not merely are the goods pledged, as secority to the bank 
for its advance so long as it holds the documents, but also later, 
and, after the sale of the goods, the proceeds of the sale shall 
be likewiise pledged for the same purpose. In accordance with 
this undertaking, the receiver must hold the documents at the 
disposal of the bank at all times, and, when he has procured 
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delivery of the goods, these also must be so held; a separate 
account must be kept of the disposal of the goods, &o that 
the goods and thedr proceeds are shown in his books in their 
character as pledges; he must keep the proceeds distinct from 
all other of his property, and make them over to the bank 
as soon as possible, though the bill be not yet due. 

The letter, sent by the sfliipper to the bonk, which effects 
this pledging, is called a Letter of Hypothecation. After 
mention of the bill of exchange and the documents, as also 
of the advance received on them, has been made, follows the 
deckration that, '^tihe above shipmeoit^ the goods and the 
proceeds thereof are to be treated as specially hypothecated 
to you by way of collateral security/' In place of this for- 
mula;, there is used the more precisely descriptive clause: '' The 
said goods in the meantime, and their proceeds, or any part 
thereof, to be held by Messrs. . . (the receivers) in trust, on your 
behalf, for payment of the said sum/' In consignment busi- 
neee, the bank receives the right to have a share in IJhe ar- 
rangements for storing, fire insurance, manner of effecting sale 
and everything else wbicih is regarded as necessary for its secnr- 
iiy. In all such Letters of Hypothecation, the shipper binds 
himself, in case the business does not proceed regularly, as in 
the case that his correspondent abroad does not pay or does 
not pay in full, or a f jrced sale is necessary, to make good any 
differences, expenses or losses. 

Prequenitly there is handed over to the bank by the 
recipient of an advance on a bill of exchange, in addition to 
the Letter of Hypothecation, a letter addressed to the peison 
to whom the goods are shipped, notifying him of the arrange- 
ment with the bank, and challenging protest. This letter is 
forwarded by the bank to the person designated, accompanied 
by a memorandum addressed to itself, setting out the par- 
iiculaiB relating to the hypothecation. On the return of this 
memorandum, duly signed, and acceptance of the bill, the docu- 
ments are handed over to the person to whom they are des- 
tined, mhe substance of the declaration contained in the 
memorandum referred to is : *^We hereby engage, to receive and 
hdd the said goods in trust on your behalf, to have them duly 
stored and injured against fire, and to ramit the proceeds, as 
and when sold, direct to you.'' In London such a letter is 
commonly designated a Letter of Lien, in other countries 
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(e.g., in Aufitralia) it ie called a Letter of Truist. The woid 
"Lien/^ rajely uBed in ordiiiary English, i^ derived from the 
Latin ligamen (verbal form ligare*), and is here intended to 
imply that the light of property in the goods is tied up in 
favour of the bank. The legal signification of lien in English 
is the right of attachment of the property of another person^ 
thus a pledge, with ultimate right of seizure and retention. 

The practical importance of this written pledge of move- 
able property, which the taker of the pledge hands over to 
some other person, cannot be compared with the security of* 
f ered by a r^ular deposit of goods in pledge, though the legal 
importance of the deolaration of the receiver of the goods, 
iiiat he holds them, not as his property, but ''in Trusf for 
the account of the bank, must not be underestimated. Yet 
the banks often wish to resume possession of the goods pledged, 
so far as that can be done without interfering with the com- 
pletion of the business. Against a Letter of Lien, they deliver 
the documents to the merchant to whom the goods are shipped, 
it is true, so that by means of them he may either resell the 
goods in anticipation of arrival, or may obtain delivery of, 
and warehouse, them. In case they are not sold bef ote arrival, 
they must be stored in a public warehouse and a warrant cover- 
ing them be obtained, and this warrant must be handed to the 
bulk as a further security. 

Should the exporter who seeks an advance have standing 
reiUitions with one or more importing firms, in accordance with 
which hypothecatory letters are customarily made out in favour 
of a bank, he may send the bank a " General Letter of Hypo- 
thecation,'' in which he pledges to the bank once for all, 
under stipulated conditions, all shipments of goods of which 
he may oootify them in accordance with these arrangements. 

It is dear that such hypothecation, under a Letter of 
Lien, will occur more frequently in consignment business than 
in the case of definitive sale of goods for oversea shipmenft 
The commission agent, not being the owner of the goods, will 
far more readily accept the conditions laid down in the Letter 
of Lien than will a buyer of the goods. Only a weak buyer, 
unable to obtain credit otherwise, will permit himself to be 
sobjeeted to such conditions at the bidding of the seller. In 
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cosBignment businese this tmstee relationehlp of the consignee 
towurdfl the bank has a further importance. The shipper se- 
cnres, through the hypothecation of the goods to the bank^ 
not only a means of obtaining an advance on his shipment^ 
but^ in addition, a eon/trol over tbe oommiseioii agent, the bank 
exercising this function in its own interest, and being provided 
with all the power needed for that purpose. 

Should the baiUc from which an advance is requested 
regard it as important to see that the export business, on the 
basis of whicih the bUl is drawn, and therewith the bill itself, 
is completely in order, in addition to requiring the acceptance 
of the bill by the drawee, whose credit is, perhaps, known to 
the bank, the making of an advance, or payment for the bill, 
may be deferred till after the acceptance has been procured 
abroad and duly forwarded. Or, a part of the sum involved 
may be advanced, the remainder being paid over after accept- 
ance. The notifioatioai that the aoceptanoe hsB been procured 
may be made by cable. Even then the interval necessary, 
before such notification can come to hand, is so long that the 
shipper is unwilling to wait for it, and tills deferment of an 
advance oocurs, in fact, only exoeptionally. It is practically 
a sign of lack of confidence in the exporter, in spite of the 
tact that he offers the shipping documents aa security. 1Mb 
security is, however, not a complete one. Quite apart from 
the fact that the bank is not generally in a position to exercise 
any control over what may be contained in the boxes or bales 
mentioned in the bill of lading, there remaioB, even in the 
ease of a correct statement of these contents, a danger of loss 
through the necessity of a forced realization, and, even in the 
transportation, risks are involved, and the bank must, there- 
fore, reinforce the credit by wlhich the shiipper obtains an ad- 
vance on the basis of his signature and his documents. All 
the preceding discussion presupposes the shipper's credit with 
the bank, for even the estimation, above referred to,, of the 
acceptance of the consignee is only somotthing accessory, rein- 
foicing the credit of the shipper, not, as a rule, the chief 
source of that credit. If the CTedit of the shipper ranks very 
high, the bank would, naturally, pay ready money for bills 
offered, if desired, even without documents, or at any rate on 
D/A drafts, though not drawn on bouees of the first rank, 
without the written hypothecation wbidh has been discussed 
above. 
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Ocoaeioiiailly, the baixiks demand from their clients who 
axe in the habit of obtaining advances on export drafts, their 
dgnature to a printed form by whidh tihe bank is empowered, 
once for all, to deal with the bills handed over to it^ witii the 
doonments, and even the goods tthemeelvee, as it may think 
fit, for the purpose of making the repayment of the mon<^ 
advainced as secure as possible. The receiyer of the advanoe 
further expiressly dadares himself to be bound, not merely to 
repay the amount received, but all expesises and oompensation 
for any trouble to which the bank may be put outside the 
regular ooUeotion of the draft. Thus, the bank becomes em- 
powered to require, for ezam^ple, acceptance with stipulated 
conditioDfi, or additional endorsements; it may, if the drawee 
do not duly accept or pay the drafts or if he suspends paymeirut 
before the date of maturity, oause the goods to be sold in 
wihole or in part; if the diawee desires to pay before maturity, 
it may make a rebate of discount^ as to the rate of which a 
definite agreement befordiand is usually made, since it goes 
to tbe account of the recipient of the advance; for greater 
security, additional insurance may be effected at the shippefr's 
coBt; further, ci dedairation is made that it retains its righft 
of action on the bill of exchange in spite of the security given, 
and need not g^bandon the security in spite of taking action on 
the bill, so long as fall indemnity is lacking. .TJie bank ac- 
cepts no respoiDsibility for the agents whom it must employ to 
d^ with the goods for its security, such as brokers, auctioneer? 
and others, and, on the other hand, binds the shipper to pay 
all expenses arising in such a connection^ and the ordinary 
commission on the sale of the goods. On the basis of this 
general letter of authority and obligation the shipper then ob- 
tains an advance on his bill of exchange. 

The advance made to the shipper by the bank can also rest 
on the credit enjoyed by the consignee abroad with the paying 
bank, or with dome other which has undertaken the negotiation, 
or on securiiy given to such bank. He may obtain credit on 
account of the solidity of his firm alone, or, m addition, because 
he has bound -himself to make pajrmenit against the shipping 
documents or to give a letter of trust and later, perhaps, a 
warrant. Cover can, naturally, also be afforded by his deposit 
accoumt, or securities, at the bank. 

Payment in Europe follows by means of a Lettet of Credit, 
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^Tbich the hajik, or one of its brandiee abroad^ deliveirs to thid 
importer there from whom it received its inaftructians, or which 
it sends directly^ or through the agency of its European house, 
to the shipper. In this letter of credit, the bank declares itself 
prepared to take in payment, up to a fixed amount, balls drawn 
by the shipper on his oversea correspondents as value equivalent 
of a shipment of which the particulais (class of goods, amount 
and time of shipment) are specified; that is to say, it opens an 
exchange-credit. This dedaiution of the opening of a credit 
is ordinarily limited in its scope by a second, in which the bank 
reserves the right to annul their undertaking to pay on re- 
taining the respective drafts. Further, it is usual for it to de- 
clare that the shipper remains under obligation though his 
signature as drawer of the bill, in spite of its payment of the 
bill, which payment is made by it only as buyer of the bill. In 
a similar letter, a declaration of readiness on the part of the 
bank to take up any bUls drawn on a correspondent abroad 
either without mention of a definite sum, or within the limit 
of a maximum specified in round figures, may be made. Tho 
acceptance of obligation to take up bills is, in such a case, not 
admitted. It may, however, be involved in the former case 
(the restriction of the credit to a special line of business and a 
limited amount). 

So long as the bank does not surrender its right of action 
against the seller, this acceptance of obligation possesses 
but partial value, in no sense amounting to a definite provision 
for the exporter. The very nature of dealings in biUfl of ex- 
change lenders it easily intelligible that it must be a very ex- 
ceptional case in which the bank renounces its right of action 
against the drawer of the bill — ^this, moreover, requires a sep- 
arate declaration in due legal form, which has adequate value 
as against a first-class bank. When the bank is prepared to 
undertake such a thorough grant of credit, the means adopted 
will be that pajrment of the invoice of the efhipper is made by 
a cheque drawn on the bank itself, the documents being handed 
over, and, in so far as ihe buyer abroad is not sufficiently cover- 
ed by security or deposits, the bank draws on him in turn. In 
this case^ too, it is customary to make use of a letter of credit, 
expressing the bank's guarantee of payment, which, in this in- 
stance, would be unconditional. 
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Thougih the opeiDiii|g of an exdhang^-crodit oommonly im- 
plies no abrogatioii of riek to the exporter, it is yet very Ughly 
Talued, not only beoanBe the exporter ib eecured thereby agaiiifit 
the erhaustion of his credit, bat also beoaose his credit and 
bona fides are thereby demonstrated to his customer. 

l%e seoocod important kind of financing carried on throngh 
the E nglish banks consists in an arrangement for tbe shipper 
to draw on the bank, which deolares its readiness to accept 
such a draft. By this method it does not make payment at 
once;, but takes up the bill on maturity, and, as it is generally 
stipulated that the bank must be covered before the date of 
maturity, it makes no actual adyance. Yet this mode of fin- 
ancing is far more advantageous for the European exporter 
than the buying of remittances. The most important feature 
is that a draft accepted by an Ihiglish bank of repute can, of 
couiee, be converted into cash at any time, and that to its full 
amount, not mereily to the extent of a partial advance as often 
0OCUI8 in the case of the sale of drafts on a business correspon- 
dent abroad. The bank is under obligation on its acceptance, 
and failure to honour an acceptance may be regarded as ex- 
cluded in the case of a bank of repute. As the bank has no 
right of acrfSon as drawee against the exporter as drawer of the 
bill, the latter seems to be relieved of risk. The bank has re- 
lieved him through the acceptance of the bill. Although no 
advance is made in this method of financing, the bank's risk 
is much greater than in the case of purchase cf remittances^ 
and it is, in consequence, a matter of course, that the security 
which is demanded shall be at least no less complete. The 
question to be considered is, how this seouiity is afforded. 

It has already been remarked that financing of sales for 
export from Europe is only very seldom effected by means of 
acceptance of drafts by the banks. The reason is found, on 
the one side, in the great risk to the banks Which this mode 
of financing involves. On the other side, when an exporter 
draws on a London bank, there are lacking the formal instruc- 
tions to collect the amount of th& invoice from the buyer, and 
the bank which guiants its credit can only be secured by the 
shipping documents, or the goods themselves, in accordance 
with regular banking procedure, if the bank acts as agent, noi 
of the seller, but of the buyer, that is, if it grant cfredit to the 
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latter, osot to the f onner. In export buBiness from Eoiop^ 
hcxwever, the exporter mii^t ordinarily finance the ImsineBS, rad 
make claims on the credit of the European bank. 

It is a matter of oonrse that the bank makes the deliyery 
to it of the shipping documents a condition of acceptance. 
Ittiese doenments are to be handed to the buyer cither against 
payment or on credit. If the bank acts as agent of the seiler, 
it will not be provided, in the former case, with the formal 
instnctions for collection. In the case of sales on credit it 
would obtain no legal claim, based on the bill of exchange, 
against the buyer, as indemnification for the surrender of the 
shipping documents. This surrender, therefore^ is only made 
against a Letter of lien, the contents of whidi are not adapt- 
ed to the legal relations of a defimte sale, since it is not the 
buyer himself who is seeking credit from the bank. 

Should the latter case be in question, and. the bank giant 
its acceptance as agent of the buyer, there is no need of any 
instructions to collect, and the question is on what security 
the credit is granted. If the goods are to serve as security, 
payment will be required against the^ shipping documents, or 
their surrender may be agreed on between buyer and bank 
against a Letter of Hnrust or a Promissory Note or the storagie 
in a public warehouse whose warrant is handed over to the 
bank. 

In this class of acceptance business, the bank issues a letter 
of credit, authorizing the seller to draw on it up to a given 
maximum amount, and at a stipulated currency; the class of 
goods, against the shipment of which drafts are permitted^ is 
also mentioned. It is further set forth that the invoices, which 
afford evidence of the value of the shipments, are to be handed 
to the bank with the shipping documents in return for its ac- 
ceptance. 

If the letter of credit, which is forwarded to the seller 
at the same time as the order for the goods, contain only the 
above-mentioned points, it is not entirely out of the question 
that the seller may find himsdf in the position that^ after 
shipping the goods, the bank refuses its acceptance on pre- 
sentation of the shipping documents. ilUhe bank has not guar- 
amteed its acceptance, and, with changes in business relations 
with the buyer or a change in the solidity of his credit, it may 
withdraw from its obligations on the bills of exchange. This 
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ifi, however, not possible in the case of a Oonfinned Letter of 
Credit. This includes a clause by virtue of which the bank 
UBdertakes the obligation of acceptance and, in proprieiy, is 
bound to hold to thait agreement. A confirmation clause may 
run, for example, thus: '^ We hereby agree with you, and also 
with the endoroeirB and bona fide holdere of bills drawn in con- 
formity with the terms of this Authority, that the same shall 
be accepted on presentation and be paid at maturity/* 

Financing through bank acceptances granted for account 
of importere abroad, may also be applied to the case of eon- 
sigmnent budness, though it is employed even more rarely 
here than in regular sales for export. Yet it is the fact that 
financing by means of bank accepbances is, on the whole^ of 
much more frequent occurrence rdativdy in consignmieiLt 
bosiness than in definitive sales, and is apt to result in estab- 
liabing the relationfl of agency between bank and seller. GHhe 
reason for this is bound up with the technicalities of banking 
as sketched in the preoeding. There is lacking, as pointed out, 
that instmotion to the bank to collect a stated sum from the 
consignee of the goods at a stated interval after sight, or at 
sig^t, which a bill of exchange affords. This is rather an 
advantage than a defect in oonaignment businesB, since neither 
the amount nor the date of maturity of the oommission mer- 
chants obligation are known when the goods are despatched. 
Ifhe commission agent readily assents to the requirement of a 
Letter of Lien against delivery of the shipping documents. 
Li this ease the hypothecation has its greatest importanoe. 
The consignior, for whom the bank finances his consignmenit 
business by help of its aoqeptanoe, must not only forward the 
shipping documents to the bsmk, but must also pledge to it the 
goods themselves, up till the time when it receives a complete 
cover in cash, in his Letter of Hypothecation. The consignee 
obtains Ihe shipping documents against his Letter of lien, in 
which he binds himself to remit the proceeds of the goods 
directly in first-claes bank bills by the earliest mail after their 
receipt, or to forward them by telegraphic transfer. ITlhere 
may also be specified a time-limit within which the remittances 
must be made. Should these remittances not come to hand 
by -the date of maturity of the aooepbance, the consignor has, 
in the terms of his letter of hypothecaition, bound himself to 
cover in cash to the bank some days in advance. He commonly 
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does iihis by drawing afresh, so that the bank remains in the 
position of financing the af^r. For the original acceptance^ 
and for every renewail through fresh drafts, the bank takes a 
conmiiselon from its customers, which may, for example, be 
•J per ccDit. for three months drafts. To increase the security 
of the bank, the consignee may be required to give, in his 
Letter of Lien, a guarantee for complete indemnification of 
the bank. That he should do this is naturally one of the 
items in the agreement between himself and the consignor. 

The operations of the English banks in connection with 
import business into Europe from distant conntries remain for 
consideration.. Li the exchange business with exporting cen- 
tres beyond the seas, importance attaches not only to the supply 
of bills for sale, or as basis of advtances^ but also to the de- 
mand for bills for remittance. For both of them it is not so 
much the market quotations on 'change, as ihe quotations forth- 
coming from the banks, which are the determining feature. 
From all that has preceded it appeare that it is mainly a ques- 
tion of the purchase and saie of drafts on London in pounds 
sterling. So far as there is exchange business on continentai 
centres to consider, it is in the hands of the few banks which 
are not English. 

Li accord with the needs of the case, these quotations 
abroad commoaily state both buying and selling raies, for the 
rates at which the banks buy must naturally be maintained 
at a lower., those at which they sell at a higher, level. For 
example, liiere are quoted at one and the same time, the fol- 
lowing by Austredian banks: — 

Buyiiic Rates Selling Rates 

Demand 28. 6d. % discount 22b. 6d. % premium 

30 days' sight 68, Od. % " 208. Od. % " 

60 " ^ 78.6d.% " 168.0d.% " 

90 " •• 16a Od. % *' 12B.6d. % 

If a merchant desires to remit, he must pay 12s. 6d. beyond 
each 100 pounds sterling for 90 days^ sight bills ; if he would 
sell^ he must submit to the buying discount. 

The nature of the financing apeiations required of the 
banks in the ca^e of importation into Europe is determined 
by the fact that it is customary for the European importef to 
take charge of the financing and thus the arrangement which 
he 'has to make with a bank calls for first attention. It haa 
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already been pointed oat that^ in this direction of international 
trade, it is nsual^ in the very great majority of caseB, for the 
exporter abroad to be farni&hed by the importer with an aooep- 
tanee credit on a London bank. Tihis bank acoepta the drafts 
against delivery of the shipping documenta^ which it has to 
hand over to its cnstomer. SEbnld he enjoy excellent credit 
with the bank, this transfer will be effected withoat further trou- 
ble; in the contrary case it requires satisfactory security from 
him as a preliminary. Naturally the Letter of Lien can be 
made to serve this purpose, though it cannot be said to be 
usually employed in European commerce. For such an 
acceptance-credit importers have to pay -^-f^ commission 
(if the bill of lading is taken up against payment made or 
security provided, often \^ while banks which act as inter- 
mediaries pay 1^; confirming costs ^^ additional. 

The Clipper abroad, who has sudh a draft on a London 
bank witih the shipping documents attached, can without diffi- 
culty obtain money for it locally, although he is naturally not 
in a position to procure acceptance there — and in this point 
the difference between the case in question, and that of an 
acceptance-credit in connection with exportation from Europe, 
is a great one. It is especially easy to realize on the draft if 
he can produce a confirmed letter of credit from the bank on 
which his bill is drawn. In that case he can obtain either 
an advance on the bill until it is accepted, or full payment of 
its amount. He will effect the sale of the bill at that bank 
in hds city with which he does his regular business^ but it may 
be more advantageous, in case the bank drawn on have a branch 
in the place, to offer it there. In South and Gentral America 
such export drafts with documents attached are often sold on 
the open market to importetrs who use them as remittances. 

Should the shipper need, not cash in hand, but means 
of payment in London, for use in paying for European goods 
for export^ he endorses the draft, on a London banking house, 
which represents the cihipment he has made, in favour of his 
English banker, and, on its arrival and acceptance in London, 
can at once dispose of it. 

In the consignment of goods to Euit)pean centres, a class 
of business which plays a far greater part in conuneroe in this 
direction than in export from Europe, the consignee can pro- 
vide such an acceptance-credit, and in that case the relations 
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m^ich arise are aimilar to those where sales are definitiye. 
The moet important poioit to note in addition is, that Tery fre- 
quently, indeed, for the most part, only a part of the valua of 
the goods, e.g., 80j^, and not the full value, may be drawn for. 
Equally generally, and especially wfhen the oonsigmnent is to 
Jiondon, the consignee is drawn on directly, and he secutes for 
the shipper the assistance of a foreign bank. This he does by 
arranging with the bank that it shall offer to buy, or to make 
advances on, dmfts on the consignee, accompanied by the ship- 
ping documents, that is, it opens a negotiation account. Special 
written hypothecation of the goods for the period following 
the delivery of the shipping documents is usuaQy not required 
in this case, since the bank takes the acceptance of the Eu- 
ropean consignee as sufficient compensation for the documents. 
In order to procure from a bank abroad either an advance on, 
or full payment of, documentary bills on important European 
importing firms, the drawer quite frequently does not even 
need to have credit of his own, but can frequently obtain the 
money from his own or any other bank in his city without 
difficulty, or he can sell the bill on the open market. For 
example, in financing a consignment of tobacco from Brazil 
to one of the great Liverpool importing houses, it is quite suffi- 
cient, if the permission of ihe consignee has been obtained, for 
the shipper to draw upon him. If the drawer is known as a 
respectable man of business in his own town, he will be able 
to procure an advance on this draft without hesitation. If, 
however, the consignee is financially the weaker party, he may 
need, in the same fashion as is customary in exportation from 
Europe, to be provided by the consignor with an exchange- 
credit, at a bank in his neighbourhood, for the bills drawn 
upon him. Here again is an occasion for a written pledge of 
the goods, by means of a Letter of Hypothecation and a Letter 
of Lien. 

In conclusion, the exclusive and independent financing 
of these transactions in commoditieB through the English banks 
is very important in consignment business from abroad to 
England, and especially to London. The banks afford the ship- 
pers abroad an acceptance-credit and thereby receive the goods 
in the manner of a sale on commission, which sale they cause to 
be effected through brokers. It is just in the case of the moet 
important commodities, which are sent forward in very laige 
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conflignineiits, as, for example, wo<^, that this kind of financmg 
is frequently adopted. 

Pinally, reference must be made to the fact that it is not 
only in coamnercial relations between Europe and other lands 
that the English banks exercise their function of intermediary 
in payments, and thereby make their financial power service- 
able, but that their mediation is called into play also in com- 
merce between different regions in other parts of the world. 
In this connection it is not only the independent banking 
opetrations of their branches beyond the seas which are in 
question^ for this would be a matter of course, but also a 
mediation of the head office in Loaidon. In particular, buyers 
in regions oyemea often provide their sellers in other such 
regions, for the purpoee of balancing accounts, with acceptance- 
credits in London, as, for example, when an Australian im- 
porter arranges a 90-day8'-sight credit with a London bank for 
an exporter in Hong Kong. That seems a reasonable arrange- 
ment, because the Auetralian stands in business relatione witih 
the London bank, possesses credit with the bank, or ocoaeion- 
ally has an account there with a balance in his favour, while 
the Hong Kong exporter can realize no bills of exchange on 
better terms or more readily than a draft on a London bank, 
on account of the activity of finanicial transactions between 
London and Hong Kong. We thus see that certain advantages 
are developed, even in the business relations between different 
distant pe^ of the world, out of the concentration of the 
business of international payments in one great European 
moiney miarket. 

Yet the day will come, when London will be deprived of 
this commercial prerogative, since the gains, which England 
derives from that business, are too great for other conunercial 
nations to submit to be exduded from a share in them. 



PEICE CHANGES AND THE COST OP LIVING IN THE 

UNITED STATES. 

A GOOD deal of attention has recentiy been given to the 
reeults of aoi official inyestigation into the movements 
of retail pricee and the cost of living in the United States. 
Preliminary summeoies of tihe more striking resalts have been 
issued^ but the appearance of the report itself * a week before 
Christmas placed the detailed tables at the disposal of the curi- 
ous inquirer. Some earlier reports^ which took up the same 
topic^ included comparisons with the state of affairs in other 
countries^ but none such are included on this occasion. Any at- 
tempts at comparisons of this sort must be made by the use of 
information from other sources. 

A point of the greatest importance, in connection with 
the inquiry, was the relative extent of price movements in 
retail and in wholesale trade. Not much information of a 
satisfactory character is available on this point. There are 
numerous compilations of average price-changes based on 
prices in the wholesale markets, among which perha{» Dun's 
Index Number may be mentioned as likely to have attracted 
the attention of business men in this country more than any 
other. These barometers of average price-chauges are based 
on wholesale prices for sound reasons. In the wholesale mar- 
kets a definite quotation for goods of a known standard quality 
can be secured. Betail prices rarj from one establishnnsnt to 
another, and the descriptions of goods sold are not so precise, 
in general, as to make quotations from one source comparable 
with those from another. Variations in the quotations may 
correspond to differences in the goods sold, not to different 
prices for identical goods. T^hen, again, what interests the 
wife of a wage-earner is the price of goods at the stores which 
are near at hand, and these may differ a good deal from those 
of large stores in leading cities. There is a wide difference 
between selling household necessaries in considerable quantities 
to a well-to-do family and selling them in small amounts to the 
poor families of a city slum. In the latter case, a price may 
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be paid for a very inf erioor quality of goods which is higher 
than that paid by the rich for the finest qualities, and y^ such 
pnoee cannot be called extortionate, nor are the rich to be 
deemed specially favonred. Bnt, for present pnrposes^ the 
point is noft why prices differ so widely in retail trade, but what 
kind of qnotation shoold be taken as a basis for the constmc- 
tion of a barometer of retail prices coirresponding to the wdl- 
known index numbers of wholesale prices. The report referred 
to, and the exhibit of the United States Bureau of Labor at 
the St. Louis Exhibition, utilized price-quotations obtained 
from some 814 retail meoxshants, which suffice to enable a retail 
price index for food commodities to be constructed. A recent 
report to the British House of Commons * similaily sets out 
numerous tables of prices secured from a number of merchants, 
but> though an index number for wholesale price movements 
is calculated, none for retail prices is shown. The prioe-lists 
printed go further than the United States report, in that they 
contain retail prices from year to year of numerous commodities 
other than food, but the data are not combined. Probably it 
was considered that the basis was too narrow to work on at 
present. Li both the United States and the British reports 
use is made of information as to expenditure secured from a 
large number of households. The United States report is, in 
fact, mainly a result of the study of these household budgets. 
1\he British report gives the prices paid in a considerable num- 
ber of households for the principal commodities of general 
use, mainly food, but does not contain information as to how 
much each, family spent on the different articles. One feature 
appears from some comparisons of the prices in each of the 
reports as given by retailers and as given by purchasers. The 
latter are generally slightly lower than the f omier. This is 
in line with the remarks on wholesale and retail quotaitiona 
already made. The rebaolers quote practically a uniform 
quality in the returns they make. The purchasers do not, ioi 
ail probability, take just that quality on the average. Com- 
paring poor families and well-to-do families, or good and bad 
times, differences from the side of the purchaser are likely to be 
made in the quality of goods purchased as well as in their 
quantity. Hence a measure of the change in retail prices, 
based on household expenditures (if we can overcome the diffl- 
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culty of oonceiying a definite standard of retail prioee) wooild 
be likely to reflect partly a ohaiige in the quantities of goods 
pnrchaseable at a given outlay, partly a oha^ge in the quality 
of the goods purchased. Changes in the proportion of the 
inoome nrhioh is spent on food, clothes, etc., will also result 
from fluctuationa in prices, and henoe the index of price moye- 
ments may fail to reflect correctly the purchasing power of 
wages^ because it overlooks these readjustments between dif- 
ferent lines of expenditure. The United States eampilatioiiy 
for example, ia based on the quantities of the different articles 
of food consumed by 2,567 families in the year 1901. These 
were only about one in ten of the families investigaited, but 
only these afforded adequate details of expcsnditure. 'The cost 
of the food consumed in 1901, at the prices returned in the 
retail merchants' schedules for each year from 1890 to 1903, 
affords a means of tracing the nrovement in the cost of food 
from year to year. A comparison of such a measure of move- 
ment in retaol food-prices with an average of price-changee 
compiled from wholesale records, brings out a fact which had 
been known before, and, moreover, affords a measure of an 
effect not satisfactorily measured previously. The variations 
in retail prices are shown to be much smaller than those in 
wholesale prices. Thus, the wholesale prices, taking yearly 
averages, fell in 1896 to a little over 16 per cent, below the 
average level of 1890-99. I^ retail prico^measure is but a 
trifle over 4 per cent, in 1896 below the 1890-99 average. In 
1891, the highest point of the eaiiy nineties is shown, and 
wholesale prices reached nearly 16 per cent, above the mean 
level of the decade. Betail prices in 1891 were hardly 3^ per 
cent, above their mean for the decade. In 1902, as contrasted 
with the preceding, wholesale and retail prices alike stood ait 
about 11 per cent, above the 1890-99 average level, and in 1903 
wholesale prices showed a moderate fall, in which retail prices 
did not share. The extreme points of the ebb and flow have 
been noted, and it only remains to add that the general trend 
upwards or downwards corresponds in the two sets of prices. 
The retail buyer does not get, apparently, the full benefit of a 
xeduction in wholesale prices, but he may escape part of the 
burden of a rise in wholesale prices. It must not be forgotten 
that the retail price for a comonodity is often much above the 
wholesale price for the same commodiiy. Hence the smaller 
percentage change of the retail prices may work out at much 
more nearly the equivalent in actual money of the change in 
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wholesale prioes than appears at the first glanee. TShe change 
between 1896 and 1902 mentioned above, for example, repre- 
sents an addition of nearly one-third to wholesale prices, not 
quite one-sixth to retail prioes. The two would represent 
equal sums of money if retail prices were about double the 
wholesale prices of the same g(K>ds, and differ from equality 
aa the proportion of retail to wholesale prices differs from that 
of two to one. What is true of the average of f ood-prioee is 
also true of the individual commodities, but it would be tedious 
to dwell on them one by one. 

How far other leading lines of expendifture than food, e.g., 
clothing, fire and lighting, etc., exhibit like contrasts in the 
movements of wholesale and retail prices would be an interest- 
ing point to examine, but the mateiiai is not available. One 
piece of anforma/tion bearing on the subject, though somewhat 
distanily, is afforded in a comparison of wholesale price move- 
ments of raw materials and manufactured goods. The ex- 
treme range of deviation in the years 1890 to 1903 from the 
average of 1890-99 is about twice as great for raw materials as 
for manufactured goods. The householder is meet concerned 
with manufactured goods. The ordinary index numbers of 
prices are largely based on prices of raw materials. Hence^ 
apart from the difference in wholesale and retail prices of the 
same goods, the measure of the fiuctuations in wholesale prices 
will not correspond closely to the proportions in which the pur- 
chasing power of the wages or salary of the householder varies. 

The material for the study of the cost of living on which 
the Xlnited States report quoted is based was obtained from 
26,440 families, containing 124,108 persons, and scattered over 
33 States. Special studies are made of the returns from 
families representing average conditions, as expressed in the 
fact that they contained a husband at work, a wife, no servant, 
ledger, boarder or other dependent, and not more than five 
children, all under 14. Of such families, designated "nor- 
mal *^ in the report, 11,166 made returns of expenditure in 
sufficient detail for the purpose required. jTheir average 
yearly income was $660.98, and their average expenditure 
$617.80. As they averaged 3.96 persons to a family, the 
annual excess of income over expenditure represents $8.38 per 
head, or at the rate of about $660,000,000 for the entire popiia- 
tion of the United States. These figures are sufficient evidence 
thait the class dealt with is, on the one hand, not a wealthy 
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fiasB, and, on the other, not a spenclthrift olaes. They show 
haw large an amount of saving can be done by people of small 
incxmiee. About one^half of the entire 26,440 families under 
inquiry showed a surplus, one-third showed a balance 
and one-sixth a deficit. il{he average inoome, at a figure just 
half a dollar Exhort of $750, was $50 in excess of the average 
expenditure. The larger group averaged 4.88 individuals per 
family, tho larger average income being more than offset by the 
greater number *to be provided f or^ when comparison is made 
with the " noormal '* family. 

The distribution of expenditures over the principal lines 
of outlay — rent, food, clothing, fuel and light and other ex- 
penses — is studied in considerable detail, and brings out many 
points of interest. The most important of these special lines 
of expenditure is that concerned with food. Of every 100 
dollars spent in the normal families, $43.13 is recorded afl spent 
on food. It is worth noting that the families whose beads 
were natives of the United States spent a little less, not only 
in proportion to their total outlay, but also in dollars and cents, 
on food than families whose head was foredgn-bom. But the 
average of the former families reached only 3.86 individuals, 
while the latter averaged 4.14 persons to a family. This con- 
sideration checks any hasty conclusion suggested by the ap- 
parently more abundant food of the families of imjnigrants. 
In some oases, at least, the closer examination of the tables 
confirms the first impression produced by the summari2sed 
figures. Taking the families of Canadians which were included 
among the '' normal '' families, we find a higher expenditure 
for food in families of two, three, four and seven i>erson8, but 
the United States family of five or s£t persons spent more for 
food than the Canadian family of the same size. When we 
look at the total income of the families of various sizes, we find 
thait, while for the cases of no children, or of one, two or five 
children, the Canadian family income exceeds the United 
States family income, for cases of three and four children the 
opposite is the case. T^e Canadian family, on the whole, 
devotes a larger share of its means to its food supply than does 
the family of United Staites descent. Similarly, taking the 
entire group of families whose fathers are foreign-born, though 
for the cases of no children, and of one, two aiHl three children, 
more ia spent on food, the family income is less than in the 
corresponding families of American fathers. For the cases of 
four and five children, the actual cost of food for the foreign 
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families was a little below that for native families^ but only 
some two or three per cent, below, wihile th« family incomes 
wiere about ten per oent. lees than in native families of the 
same size. The examination of iihe detaals, therefore^ does not 
contradict the impresaion conveyed by the summary. Either 
tlie inmiigiant pays higher prices for his food, or he consumes 
more than the native. Earning 25 dollars less per family, and 
spending 14 dollars less, the foreigner's food expenditure per 
family is 9^ dollars more than the American's. If we turn to 
the tables in which the details are classified according to the 
size of the income, we find there, too, that, for all sizes of 
income, a higher peroentage is speni on food by foreign than 
by native families. The one exception, that of incomes less 
than $200, need not be assigned any special importance, as 
there were but four such families of foreign faithero on which 
to base an aveirage. 

1]he United StEvtee report sets forth the quantities of each 
of twenty principal articles of food coiusumed per family in 
1901, as obtained from the smaller group of 2,567 families. 
These families contained nH>re individuals than the average, 
either of '^ normal'' families^ or of all families investigated. 
Hey averaged 5.31 persons per family. Again the foreign 
families are the largest^ with an average of 5.76 members for 
each of the 989 fam.ilies. Xhe 1,578 native families averaged 
5.03 individuals to a family. The expenditure on food was, 
for native families^ $312.68, for foreign families, $349.58. As 
a child does not usually consume as much as an adult, the 
difference in outlay is not and would not be expected to be pro- 
portionately aa great as the difference in the size of family 
concerned. 

It would be interesting if one could compare the food 
(and its cost) consumed by the average wage-earner in the 
TTnited States and abroad. To gather together the material 
available for such a purpose, and to point out the chief com- 
parisons of interest, would take more space than is available 
in the present number of the Joitbnal. Failing such a com- 
parison, I have calculated the cost in England of the family 
food-supply of the Americans represented in the report quoted. 
For English prices I have used the prices supplied by 60 of the 
families, data from which are given in the English report above 
referred to. Thirty of these families Uved in London; thirty 
in the North of England. The former paid less for their 
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f ocd^ but more in rent than the latter. The data supplied do 
not show whether they got more spaoe to correspond with the 
higher rent. On the basis of the average consumption of the 
Amerioao family, a family in England would pay about 17 per 
cent, more for food than the same would cost in the United 
States. On the basis of the consumption of families in iihe State 
of New York, the difference is less. In fact, if we take London 
prices, the food-«uppIy of the families in New York State 
would not be 8 per cent, cheaper than if purchased in Londooi. 
Tihd advantage of living in a country whioh exports great 
quantities of food, over living in the country which imports 
these supplies, is leas than might have been expected. The 
fluctuation of retadl prices in the United States between 1896 
and 1902 was very considerably greater than the difference in 
price-level between New York and London in 1901, as showin 
by these calculations of the cost of a given ration of food. 
The point moet woriih attention in connection with this com- 
parison of English and American food prices is that a great 
contrast exists beiiween the kind of food consumed in the 
Undted Staites and in England by families in similar relative 
conditions. •Ittie large consumptioai of meat, in comparison 
with other articles of food, is particularly striking in the 
United States record. Meat and fish count for over one-third 
of the outlay on food, and here <bhe foreign families rather 
outdo tihe natives. In the computation of the English cost of 
the American family^s food, the greater relative cost of meat 
in England is reflected in the fact that the meat and fish items 
aggregate some 38 per cent, of the whole food outlay as thus 
compu'ted. Actual outlay on food in England by English 
families, even of the well-to-do artisan class, would hardly show 
so large a proportion spent on meat. Bread and fiour represented 
little over one-quarter of the American family's expenditure 
on meat, or barely 9 per cent, of the entire cost of food. In 
England this item would be relativdy much larger. If the 
Englishman spends less on food than the American, it is largely 
because he buys different articles. A record of English family 
expenditures as extensive as that which the Bureau of Labor 
at Washington has compiled for United States families would 
provide matter both interesting and instructive when placed 
beside the American record. Ifi view of recent authoritative 
utterances on the subject of meat-eating, it must not be con- 
cluded that the greater meat consumption and smaller use of 
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bread by the American, as oompatred'with the Englishman, is 
all net gain in produotive energy developed. 

Same points of considerable interest are raised in the study 
of the variation of expenditure with the size of family and 
with the amotint of the family income. Take, for examine, 
the following, prepared from one of the sets of tables : — 

Variation of Cost of Food with Income and Number of Family. 





INCOME 
f200 to 9600 


INCOME 
f500 to 9800 


INCOME 
«800tofl2Q0 


Size of Family 


Pbrcentage of Total Expbndititrb 
Devoted to Food 


No ChUd 


44.82 
46.31 
47.79 
49 06 
50.86 
61.06 


40.61 
42.26 
43.77 
46.36 
47.12 
48.77 


97.16 


OneChUd 


38.93 


Two Children 


39.91 


Three Children 


41.38 


Four Children 


42.37 


Five Children 


43.06 






Average for aU Families . . . 


47.11 


43.68 


40.12 


Number of FamiUes 


2836 


6694 


1926 



Prom these figures it appears that the cost of food bears 
a lower proportion to the income the larger the income. This 
is shown in gre»t deffail in the tables from which the above is 
derived. It further appears that, in the middle class of in- 
comes, the increase of the percentage spent on food as the num- 
ber of the family grows is greater than in either the larger or 
smallefr incomes. This suggests that inadequate provision of 
food for a numerous family is afforded by the smaller incomes, 
but that the food-supply has become ample in the middle class, 
so that a comparativdy smaller increase sufGlces to provide for 
increased numbers when the income is above the average. In 
the corresponding data relating to clothdng, though the per- 
centage of all expenditures which this need absorbs is greater 
for large incomes than for sinall, there is a relatively small 
increase in the percentage as 'the size of the family inoreasee. 
ilMs increa^ is greatest for the smallest of the three groups 
of imoome shown in our table. Bent, like food, absorbs a 
smjaller fraction of the total inoome as the family increases in 
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size. There is also a slightly smaller proporidon devoted to 
rent from the lai^er than from the smeller iiioomes. Fael 
and lights Mke rent^ ore provided with a little more eoo>namy! 
for laj^e families than for small. A quite markedly smaUeir 
fraction of large incomes is devoted to this item of expenditure 
than of small incomes. 

The expense of livings per individual, is maturally lees in 
laj^ families than in small, since an adult is more expensive 
to feed and clothe than a child, as well -as because some outlays 
can be mado to serve for a more numerous family almost as 
well as for one less numerous. To establish a satisfactory basis 
of oomparisoin, thore was needed a scale by which to compare 
women and cJhildren with adult men. The scale adopted by 
the United States Bureau of Labor was the following: — ^A 
woman, or a child between 11 and 14 years of age, inclusive, 
was counted as consuming 90 per cent, of the food consumed 
by a mau. Between seven and ten years of age, inclusive, the 
child's food oonBumptiion was counted at 75 per cent. ; between 
four and six, inclusive, at 40 per cent. ; and at thoree years of 
age and under at 15 per cent, of a man's food consumption. 
These figures result in the following cimous table : — 

Belative cost per 100 units of consumption (that of one adult 

male) in families of different sizes. 



SizB OF Family 

(Bach family Inolndes hus- 
band and wife) 


Native 
Families 


FOBBIGN 

Families 


All 
Families 


No Child 


100.00 
91.73 
79.47 
70.97 
05.19 
5S.20 


100.00 
86.86 
80.66 
70.60 
67.66 
48.61 


100.00 


One Child 


90.24 


Two Children 


80.01 


Three Children 


71.11 


Foor Children 


62.41 


Five ChUdren 


64.67 







The degree of eooniomjr effected in the purchase of food 
for the IcbTger familios seems extreme. A scaie of reduction 
in "Which a child's food was counted for more, in comparison 
with a man's, seems suggested. The compiler of the report 
states, in relation to the scale used, that '^ Previous studies of 
this character have shown these figures to be approximately 
oofnect" Tlhe figures wx>rked out on his basis certainly sug- 



136 JOURNAL OF THB CANADIAN BANKERS' ABSOOIATJON 

geet that the foreign families display^ on the whole, Buperior 
nxanflgement to that of the native families. 

It uronld be easy to continue to make intereBting exiraote 
or compilations from the report, which conrtains a veritable 
mdnje of inifonnation. It will be best to confine ouraelveB, 
however, to the main topic, and only add here some references 
to the movement of prices from year to year. The preyioiiB 
allnaons to the ebb and flow of retail prices of food may be 
given a further expression in the cost of the average family's 
food, taken at the quantitieB of the various artitdes shiown to be 
oonfiamed in 1901, and priced in accordance with the informa- 
tion of the retail merchants. The extreme variationB between 
1890 and 1903 show a coat of $296.76 for this ration in 1896, 
and a cost of $344.61 in 1902. ilUie movement is somewhat 
different in different sections of the country, but we need not 
delay over these differences. 

The movement of retail prices is not traced for other 
articles than food. In view of the practical certainty that 
retail prices varied less than wholesale prices, it is probable 
that the cost of clothing, fuel and light, furniture and utensils, 
and tobacco was not much, if at all, greater in proportion in 
1902 or 1903 as compared with 1896, the year of lowest prices 
generally, than was the case with food. When liese articles 
are allowed for, there remains about one-third of the family 
outlay, covering rent and taxes, amusements, insurance, sick- 
ness and charity and the like. Much of this expenditure re- 
mains fairly stable, unaffected by movements in general prices. 
It may be taken as a fair estimate that the cost of living in 
1902 or 1903 was in excess of that in 1896 by about the same 
peroentage as shown for the cost of food, say, 15 or 16 per cent. 
This represents not more than $120 on the average income of 
about $750 previously named as recorded for all the families 
contributing to the record. A movement of $2.50 per week in 
average wages would, therefore, fully offset the increase in the 
cost of living since 1896, if we may rely on the data supplied 
by the Bureau of Labor. An inquiry reported in the July num- 
ber of the Bullertin of the Bureau of Labor resulted in the 
conclusion that, in 1903, the average wtages per hour had 
reached a point 16.6 per cent, above those of 1896, while the 
hours worked per week averaged 3.2 per cent, less than in that 
year. It would appear, therefore, that, except in so far as 
they have more leisure in place of more earnings, the wage- 
eaimers have secured compensation for the increase in the coat 
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of liying. As the data relating to wages were seonred froioi 
3429 e&tablifihinents^ coYering 519 diSerent occapatioiis^ aiud 
iacludlDg all the leadiDg mechaioical and mannfactaiiiig Iq- 
dufi^iries^ they ebould be fairly repreeentotive of geDieral ofl>ii- 
ditions. 

Snhe referenoeB to some tentaitive oompaxisose of Amerieaa 
with Englifih oonditions iDEikes one further eompaarieon in place 
here. The movement of wholesale prices in these two eounitriefl^ 
at any rato^ can be compared. If we confine the comparison to 
the period since 1890, the morement of prices in England has 
been lees violent than in the United States. The fall to the 
lowest point was not veiy much less in sharpness in England 
than on this side^ bnt the inflation of prices subsequently has 
gone much further here than there. The deviation has beeoi 
especially marked since 1900^ the sustained high level of United 
States prices not being matched on the other side. Tbe 
comparison of the movements of the wholesale prices of food 
with the general movement of wholesale prices^ shows but little 
noteworthy divergence between the two movements on either 
side, and particularly in England. The retail price movements 
in the two oountries have probably not differed by as much as 
the wholesale price movements.* If that be so, the cost of 
living in England has advanced less on the figures of the middlo 
nineties, and less on tihoee of the eariy nineties, than has been 
the case in the United States. 

A. W. FLUX. 

I 
; 

* Since the above was set up, the announceinent d a new Brit- 
ish blue-book, <x>ntaininfir data relating: to several of the points noted 
in the above article, has been received. 



PEAUDULENT WAREHOUSE RECEIPTS AND 
BANKERS' EIGHTS THEREUNDER. 



BY CHARIiEIS 'M. HOLT, K.C. 

A BANKER'S right to regard as a good and valid security, a 
*^ warehouse receipt purporting to be regularly issued by a 
jodnt stock Company, but in reality negligently and fraudulent- 
ly issued by its oflScers, has been fully discussed in a very recent 
and interesting caee decided by the Court of Review at Mon- 
treal.^ 

It was contended in that case that certain warehouse re- 
ceipts pledg>ed to the book in the ordinary course of business, 
but subsequently disoovered to be fictitious and fraudulent, 
were not binding on the Comfpany, whose treasurer bed fraud- 
ulently, and whose vice^resident had negligently^ signed and 
isBuad thtoi. The Court of Review unanimously rejected this 
plea, and held the receipts binding on the Company. The 
Court held that even assuming that the Company was not 
bound by the fraudulent act of the treasurer in signing false 
warehouse receipts, because the falsity of the receipt made the 
fiigning of it an ax^ not done ''in the execution and within the 
powers of* that officer's mandate, the Company was at all events 
under that article bound by the act of its vice-president in 
negligently signing blank receipts, in so far as that act con- 
tributed to the deoeption of persons who subsequeniUy made 
adviELQces upon the strength of such receipts. And that act 
very materially contributed to that result, since without it the 
receipts would not, even on their face, have been the receipts 
of the Company. The vice-president's signature was as essen- 
tial, under the Company's by-laws, to all negotiable instru- 
ments as was that of the treasurer. The discussion turned on the 
application of the following articles of the Quebec civil code. 



*■ Joe. Ward vs. Th« Montreal Cold Storage Co. & al. Montreal, 
17 Decom'ber, 1904. Tait, Dolierty and Pa«nue]o, J.J. 
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which it may be remftrked contain the English common law 
rule as well. 1727 — "The mandator is bound in favour of 3rd 
persons for all the acts of his mandatory done in execution and 
within the powers of the mandate^ except in the case provided 
for in art. 1738." 1730 — "The mandator is liable to 3rd parties, 
who, in good faith, contract with a person, not his mandatory, 
under the belief that he is so, when the mandator has given rea- 
sonable caufie for suclh belief.*^ 1731 — ^^^e is liable for damages 
caused by the fault of the mandatory according to the rules 
declared in article 1054." 1054 provides that every person is 
responeible for the fault of those under his control, and for 
servants and workmen in the performance of the work for 
which they are employed. 

The Court reasoned that assuming, that if not bound by 
the treasurer's fraudulent act in signing the receipts the Com- 
pany was not bound at all under article 1727; it was bound 
by the receipts in question under article 1730, and responsible 
under article 1731 and 1054 for the damages caused by the 
fault (quasi-delit) of its vice-president, in negligently signing 
the receipts in blank, and that of &e treasurer (delit) in 
fraudulently affixing his signature, though knowing the receipts 
as filled up to be false. 

With regard to article 1730, the Company strenuously con- 
tendied that this article was inapplicable because the treasurer 
was its mandatory throughout for the purpose of signing the 
receipts in question. They contended the article had no ap- 
plication to a case where a mandatory exceeds his powers, but 
applied only where a person is not a mandatory at all. But the 
Court took the view that a mandatory who does an act in excess 
of his powere, k not a mandatory at all quoad that act. His 
act is one done by a person, who as regards it, is not the man- 
datory of the person in whose name he acts. It is precisely for 
these reasons that he does not bind that person under article 
1727. That being so, if the mandator who has given his man- 
datory limited powers, holds him out as having larger powers, 
he, in effect, holds out a person who, as regards any act in ex- 
cess of the powers conferred by the mandate, is not his man- 
datory, OS being his mandatory to do such act, provided it be 
within the larger powers which he holds him out as having. 
To hold that it did not would be to enable a mandator who had 
conferred limited powers on his mandatory, and hdd him out 
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86 haying unlimited powere, to escape responflibility for any ex- 
ercise of power beyond the limited power conferred, thougjh 
within the apparently unlimited power. 

Such a maudaftor, in such a case, would escape liability 
under article 1727, because the person acting as mandatory 
and exceeding his powers, was not his mandatory, and equally 
escape liability for the same act under Article 1730, because 
the person so acting was his mandatory. 

It may safely be said that the larger number of eases in 
which article 1730 finds its application are cases where a man- 
datory haying limited is held out as haying more extended 
powere. 

If, therefore, these officers were held out by the Company 
as haying the power to sign the receipts in question, it seemed 
the Company must be held bound by them eyen though it is 
assumed that either one or both of them, by reason of cir- 
cumstances unknown to the persons taking such receipts in 
good faiith, exceeded as between him or them and the Com- 
pany his or their powers. 

Section 16 of the by-laws of the Company in question, 
was the usual by-law proyiding tihat all negotiable instruments 
shall be made accepted, drawn or endorsed by the president or 
vice-ppeeddent, and treasurer or secretary of the Company. A 
was the yice-preeident, and B the secretary-treasurer of the 
Company. As such Company by its by-laws held them out to 
haye power to sign in its name and on its behalf all negotiable 
instruments it, in effect, said to all the world: 'TTegotiable 
instruments signed in my name by these two officerB are aigu- 
ed by me, the Company, they are my negotiable instrumenits, 
you can rely on and accept them as such.*' Haying giyen to 
the world this assurance, it did not lie in the mouth of the 
Company, to question, as against third persons who in good 
faith, acting upon that assurance haye accepted and made ad- 
yaincee upon negotiable instruments, signed in its name by these 
officere tiie binding force of such instruments because in sign- 
ing them one of its officers betrayed his trust. A by-law in 
this form is an express power of attorney to these officers to 
sign all negotiable instruments. The documents in question 
are negotiable instruments. One of the officere signed and is- 
sued them fraudulently for the benefit, not of the Company, 
but of an outsider. This, as between him and the Company, 



FRAUDULENT WABEHOUBS BECBIPTa 14^ 

waa an imautborized act^ but as between the Company and third 
person acting in good faith, it was on the face of the in- 
strument signed and of the by-law, the precise act which in 
express terms the Company had authorized him to do. 

The case now under discussion seems to be, in this aspect 
of it, similar to the case of the Quebec Bank vs. the Bryant & 
Davis Company (Ltd.), where the Privy Council held a joint 
stock company liable on a note endorsed in its name, but to 
raise money for his own purpose by an agent, who, by power 
of attorney, was expressly authorized to endorse bills of ex- 
change. The act of the agent there was fraudulent and as 
between him and his principal unauthorized. Their lord- 
ships, however, held it binding on the Company, declaring the 
law to be well stated by the Court of Appeals of New York in 
the case of the president of Wakefield Bank & Carman — ^that 
statement being as follows: 'TV^henever the very act of the 
agent is airthorized by the terms of the power, that is, by com- 
paring the act done by the agent with the terms of the power 
the act IS in itself warranted by the terms used, such act is 
binding on the constituent as to all persons dealing in good 
faith with the agent; such persons are not bound to enquire 
into facts aliunde. The apparent authority is the real au- 
thority. , 

This last phrase is merely a concise statement of the rule 
of our article 1730. 

Under this article, therefore, we must conclude that the 
company was bound by the receipts in dispute. And these 
receipts were not mere representations that goods had been 
deposited with the Company. They were contracts whereby it 
bound itself to deliver to the holder of them the number of 
packages of goods mentioned in them. 

By these contracts the Company was bound, failing delivery 
of those packages to pay their vulue. But as by the receipts 
the Company specially declared ^'quality,** contents and value of 
the goods to be unknown, it would have been incumbent upon 
the bank, h*id there been goods actually warehoused, and not 
delivered, to prove the quality and contents and value of liie 
packages. As there were no goods, this proof it was, of couree, 
impossible to make. The obligation of the Company would have 
been complied with had there been goods warehoused, by Twro- 
duding the packages actually so warehoused, even had they 



142 JOURNAL OF THB CANADIAN BANKBRB' ABBOOIATION 

contained little or no butter or cheese, or had what they con- 
tained proved of little or no value. And the measure of the 
hank's damis^ lor non-delivery of the packages, had such exist- 
ed, would have been but the value of the contentB of the pack- 
age warehoused, of which the proof woidd have been on it. 
There having been no package, it seemed questionable to the 
Court wheiiher the bank could claim any sum as being the vulue 
of a quantity which might have been in the packages had there 
been any — the Company having, by their warehouse receipts, 
made no lepresentations, assumed no obligation as to quantity 
or value. 

It might, perhaps, therefore, be contended that upon the 
warehouse receipts treated as binding contraote calling for de- 
livery by "ttie Company of the number of packages mentioned 
in them, it would not be possible — ^there never hiaving been any 
packages delivered, and the Company (having assumed no re- 
sponsibility as to contents, value or quality of the supposed 
package, to determine any sum as being the value of such sup- 
posed packages, and which as such it should pay, failing their 
delivery. The Court felt it should give the matter further 
consideration before absolutely accepting defendant's view, tha* 
under these circumstances, it had a right to have from the 
Company the market price of the quantity of butter or cheese 
usually contained in "packages" of such merchandise, but it 
was not prepared to decide that the bank, under the circum- 
stances, had noft that right. It did not seem necessary to de- 
termine that question in the case we are now reviewing. 

In signing the receipts in question the vice-president com- 
mitted a quasi delit, and the treasurer a delit. These faults 
of theirs were committed "dans I'accomplissemeint des f onctions 
auxquelles ils 6taient employees," using the words of the 
French version of Article 1054 (made applicable to the case of 
principal and agent by Article 1731), in preference to those of 
the English version, because they seem to convey more exactly 
the idea of the legislator. The words of the latter version, 
while they do not, perhaps, materially dififer in meaning from 
those of the former, perhaps lend themselves more exactly 
to the very restricted interpretation to the terms of the article 
which was contended for. In that restricted interpretation it 
was contended that the words, "the performance of the work 
for which they are employed" limits the responsibility of the 
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employer for the fault of the employee or of the prmcipel for 
th»t of the agent, to the fault committed while the employer 
or agent ia not only performing the precise kind of work which 
he is employed to do, but is actually doing it honestly for the 
benefit and in the interest ol the master or principal. That 
it was argued is the only work he is employed to perform. Un- 
derstood in this sense the words do not seem to adequately 
translaite the French words ''dans Paccomplissement des f onic^ 
tions auxquelles il sent employees/' And tihe latter are the 
words used by Pothier in laying down the rule the codifiers 
of the Quebec Civil Code took from him. An agent doing 
dishonestly for his own purposes, but in his principalis name 
and osrtenfiibly on his behalf, and in the ordinlary course of his 
bu^ness, the precise kind of work the latter employed him to 
do, whether he be or be not doing the work he was employed 
to do is performing the functions for which he was employed. 
Included in the functions or duties for which the yice^presidenit 
and treasurer of the Company were employed was certainly the 
signing and issuing in the Company's name and on its behalf of 
warehouse receipts. In performing this function one of them 
negligently, and the other fraudulently, signed and issued false 
warehouse receipts. The one was guilty of a quasi-delit, the 
other of a delit, but both became so guilty in the perf ormiance 
of the functions for which they were employed. Each was guilty 
of fault, though their faults differed in kind. For the dmage 
therefrom resulting their employer is responsible, without re- 
gard to whether these faults be offences or quasi-offences. The 
law makes no distinction. The employer trusted them both fo 
act in ihe peiformance of thdr functions carefully amd honest- 
ly. One of them acted negligently; the other dishonestly. The 
result was that the bank defendant parted with its money, be- 
lieving it had security where it had none. By so parting with 
its money it suffered damage caused by the fault of the Com- 
pany's employees. The measure of that damage is the amount 
with which the bank so parted and which it had not been paid. 
For that damage the Company was responsible to it, and the 
liability being one resulting from: an offence, the fact that 
others may also be liable to the bank, does not diminish the 
liability of the Company which is jointly and severally liable 
with the others responsible for such offence or quasi-offence 
and which cannot claim to be relieved by reason of any per- 
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sans — ^if any there be — having been liable in good faith upon 
the paper discounted on the security of said receipts. 

An argument much insisted on in support of the conten- 
tion that the Company was not bound at all by the receipts 
in question^ was that they were not warehouse receipts at all 
within the meaning of the Bank Act, and this becaiise the defi- 
nitioQ given in the act describes such instruments as being re- 
ceipts given for goods delivered and ^'actually in the place/' 
In denying to these receipts the quality of warehouse receipts 
answering this description, the Company was, no doubt, right. 
They were not warehouse receipts the transfer whereof would 
or could give the transferee any pledge upon the goods men- 
tioned in them as provided by the Bank Act, since there were 
represented by them no goods in existence in the warehouse or 
elsewhere. But they were none the less negotiable instruments, 
whereby the Company, through its officers, warranted to the 
tmnsferee that they were goods actually in the warehouse, upon 
which said transferee woidd, by taking the receipts, obtain a 
pledge, and which the Company bound itself to deliver to him. 
The representaition being false, the transferee had no 
pledge, but that did not relieve the Company from the obli- 
gations it had undertaken, nor from responsibilify for the re- 
presentation it had made. If the non-existence of the goods 
r^idered the obligation to deliver them impossible of fuM- 
men, it left the Company responsible for such non-fulfilment 
and for its misrepresentations, and liable for the damages suffer- 
ed by the transferee by reason thereof. 

Much stress was laid upon the case of Qrant vs. Norway 
decided by the Common Pleas in England in 1851, and several 
other English cases which have since followed the doctrine 
therein laid down, and upon a judgment of our own Supreme 
Court, in Erb vs. The Great Western Railway Company, an 
Ontario case wherein their Lorddiipe of that court, by a ma- 
jority of three to two, adopted and applied to a bill of lading 
signed by a railway station agent, the rule laid down in Grant 
vs. Norway with regard to a similar instrument signed by the 
master of a vessel. The rule was that the master in the one 
case and the station agent in the other had no implied power 
by virtue of his office to bind the ship-owner or railway com- 
pany by signing bills of lading for goods which had not been 
shipped, and that third person advancing in good fiaith upon the 
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secnrity oi such bills af lading, had no recourse against such 
ship-owner or railway company. These cases were strongly re- 
lied on in the ease now under discussion as determining in the 
Company's fayour the question that arises in that case. 

It is not necessary to consider whether these cases were 
well decided under the laws applicable to them. 'Not is it 
necessary to determine whether they should have been decided 
in the sense in which they were, had the law of this province 
been applicable to them. The question in those oases ma- 
terially differed from that arising in the case now discussed. 
.They dealt solely with the extent of the powers to bind their 
principals of the master of a vessel, of a subordinate employee, 
like the agent at a railway company's station. Some one, at 
least, of the English cases dealt with the question of a ware- 
house-keeper, that is, a subordinate employee in charge of his 
employer's warehouse. They hold that such employees bind 
their employers by signing bills of lading or warehouse re- 
ceipts only where they do so upon actual receipt of the goods 
signed for. This seems tantamount to holding that the signa- 
tures of these employees do not bind their employer at all — that 
it LB the actual receipt of the goods that alone binds the lat- 
ter. However, that may be, and even if, as regards the implied 
powers of such agents or servants, the same conclusion as reaoh- 
ed in those cases should be reached under our law, that question 
is not pertinent to the one we now consider. 

"What the Couit determined, in a sense adverse to the Com- 
pany, employer or principal, is whether it was bound by the 
acts not of any subordinate, acting in the exercise of limited 
or implied powers, but whether it was bound by the acts of its 
chief executive officers, done in comformity, or at all 
events apparent comformity, with executive powers of 
the widest kind, as regards signing of negotiable in- 
struments conferred upon them by the Company's by-laws 
adopted in general meeting of its shareholders by the instru- 
ments in question. In this Ward case it was necessary to de- 
termine nothing more than that a corporation having power to 
issue negotiable instruments, is bound, in favor of third persons 
in good faith by the official signature to such instruments of 
these officers whom such corporation's by-law empowers to sign 
them in its name, and whose signature to such instruments, 
the company, by adopting such by-law, makes its own. The 
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Parliament of Canada haa specially legislated upon the subject 
of responsibility for the issue of bills of ladings where the 
goods purporting to be represented by them have never been 
shipped. In doing so it has copied the Act of the British Bar- 
liament, 18 and 19^ Yic. Cap. 3, passed after the judgment in 
Grant & Conway^ making it^ however^ applicable to railwuy 
bills of ladings as well as those issued by masters of vessels^ to 
which case only the English sftaute applied. 

Both these statutes making in express tenns^ every bill of 
lading in the hands of a consignee or endorser for valuable con- 
sideration, conclusive evidence of such shipment against the 
master or person signing the same, notwithstanding that suoh 
goods may not have been shipped, unless he shows he was en- 
tirely wiithout fault in signing the same might fairly be cited 
as excluding responsibility on the part of the owner of the 
vessel, or of the railway company in the cases of railway ship- 
ments, when the bill was signed by an employee of the rail- 
way company, such as station agent, as in Erb vs. The Qreat 
Western. The Englisih statute has been so judicially interpret- 
ed, as regards the vessel owner. Our Srtatute had not been 
enacted when the judgment was renderd in Erb vs. The Great 
Western. Had it then been in force, it would^ interpreted 
as above mentioned, have settled the question thereby decided, 
and in the sense of that decision. 

Tfiis act, dealing with bills of lading exclusivdy, has no 
application to warehouse receipts, and so no direct bearing upon 
the question we are now oonsidering. 

If iit could be relied on as laying down a rule for an instru- 
ment analogous to a warehouse receipt, and an application by 
reason of such analogy to warehouse receipts then it would only 
make absolutely clear the responsibility of the Company upon 
the warehouse receipts in question here. For if the reasoning 
upon which the conclusions set forth in the foregoing notes 
were reached be sound, then the signatures to the warehouse 
receipts being that of the Company appended to them by its 
officers ajuthorized to sign all documents, the Company is, as re- 
gards all third persons, the person signing the warehouse re- 
ceipt. As such, if the rule of the statute should be applied to 
warehouse receipts, the receipts herein would, under that rule, 
be conclusive evidence of the warehousing of the goods against 
it, notwithstanding there having been no goods warehoused, and 
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it could only exonerate itseilf in respect of the misrepresenta- 
tion contained in the receipts^ by showing that it was caused 
without any default on its part^ and wholly by the fault of the 
peiBon warehousing or the holder^ or fiome person under whom 
the holder daims. The fault of its ofiBcers being the Compan/s 
faulty it did not show, as it should have done, thait the misre- 
presentation was caused without any default on its part. This 
seems to be the true doctrine. The Ward case may, however, 
go to a higher Court. If so, the result will be watched with 
interest. 



BANKING m ANCIENT GEEECE. 

nrHE prototype of the banking institution in ancient Greece 
^ was the temple, which to some extent served as a place 
where treasures could be conveniently and securely deposited, 
and which in other ways contributed in no inconsiderable degree 
to the development of the commerce of ancient Greece. The 
temples, indeed, were not only utilized for the purpose of 
security, though Jhis appears to have been the first commercial 
use to which they were put. Subsequently, and as the method 
of utilizing the very sacredness of the associations with which 
they were invested by a people who were naturally prone to 
superstition became more and more customary, there arose a 
natural end almost necessary development of this original pur- 
pose. The sanctuary, which from its religious character had 
bocome a convenient safe-deposit, now extended its operations, 
and having large funds derived from votive-oflEerings and other 
similar bequests, giudually acquired something of the character 
of a " loan and finance corporation.** 

Erom the temple then, though, of course, in a very crude 
and imperfect farm, we may trace the original beginnings of 
banking in Greece, and it is interesting to observe that it is 
to the religious character of these institutions that the first 
attempts to utilize them for commercial purposes is clearly 
owing. The accumulation of funds thus inaugurated would 
lead quite naturally to the endeavor to put to profitable em- 
ployment not only the estates belonging to the sacred founda- 
tion, but also tne sums confided to their care in the manner 
just mentioned. 

There seems little doubt then that it was in this way that 
the germ of the " banking " idea was originally developed in 
the Greek Staite, and a curious instance is given by Thucydides 
of the extent to which the t€?mples of ancient Greece were re- 
garded as alike the natural depositaries and the outward and 
visible signs of national or local civic stability. Before pre- 
paring for that disastrous Sicilian expedition, which furnished 
fio lurid and tragic an episode to the Peloponnesian war, 
the Athenians had naiturally been anxious to estimate, so far 
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as possible^ the reBoiurces and aid which they could rely upon 
in case of need to be supplied by their allies. .I^he Egesteams, 
in particular^ had promised them lai^e financial assistance^ and 
the trick which these perfidious allies played on them and the 
bitter dieappointment of the Athenians are graphically de- 
picted by Thucydides. "The three ships which had gone 
forward to Egesta now returned to the Athenians at Bhegium; 
they reported that of the money which had been promised 
30 talents (about thirty-six thousand dollars) were f ortiicoming 
and no more. >T%ie spirits of the generals fell at onoe on reoeiy- 
ing this their first discouragement. . . . The fact was that 
when the original envoys came from Athens to inspect the 
treasure, the Egesteans had practised a trick upon them. They 
brought them to the temph of Aphrodite at Eryx, and showed them 
the oflferings deposited there, consisting of bowls, flagons, 
censers, and a good deal of other plate. Most of the vessels 
were only of silver, and therefore they made a show quite out 
of proportion to their real value. They also gave private 
entertainments to the crews of the triremes. On each of these 
occasions they produced, as their own, drinking-vessels of gold 
and silver, not only collected in Egesta itself, but borrowed 
from the neighboring towns, Phoenician as well as Hellenic. 
As they all of them exhibited much the same vessels, and made 
in all cases a great display, the sailors were amazed, and on 
their arrival at Athens told every one what heaps of wealth 
they had seen. When the news spread that the Egesteans 
had not got the money, great was the unpopularity incurred 
throughout the army by these men, who, having been first im- 
posed upon themselves, had afterwards been instrumental in 
imposing upon others.*' 

It is curious indeed how history repeats itself. The trick 
played upon the Athenians by the men of Egesta is a mere 
variation in form on the imposition practised by the Oibeonites 
on the children of Israel. But the real interest of the story, 
lies in this, that it emphasizes the fact that the wealth of a 
temple was regarded as synonomous with national commercial 
solidity. The temple evidently at that early period took the 
place of a national banking institution, and the credit of the 
one was held to be identical with the credit of the other. 

But if the germ of the banking system is clearly to be 
traced to the Oreek temple, it is none the less a fact that in 
course of time a regular system of banking sprang up, whose 
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members were not only not connected with the pri^tly profes- 
sion, but appear, generally speaking, to have been persons not 
posaessed of the full dtizenshiip of tihe Athenian citazen* 
From the taUee which they used in the oouise of their 
business they were called "Cftiblemen'' (" Trapezitei ''), and 
it is interesting to notice that though in Oreece the banking' 
oomwnunity became completely separated from its original 
eonneofcion with buildings primarily devoted to religioua^ 
purposes, nevertheless the New Testament narrative 
shows an obvious connection between the two. " The money- 
changers " who are mentioned in the narrative of the evangel- 
is*, and who ahnoet e3Mctly oorreBpond. to the " Trapezitai *' of 
ancient Greece, had placed their tables in the immediate 
viciniiy of the Temple at Jerusalem, and actually carried on 
their business within its precincts. 

When the original but crude and imperfect plan of en- 
trusting securities to the local temples had gmdually given 
place to a more enlightened system, the bankers at Athens and 
in other of the leading Hellenic cities gradually evolved prin- 
ciples, which the consideraHe commerce of the time made 
necessary, and which contained in themselves at least some of 
the characteristics of modem banking. 

Pure banking operations such as the receiving of deposits, 
the opening of current accounts, and the making of loans soon 
became regular features of the banking system of ancient 
Oreece; and as commercial operations assumed greater magni- 
tude, a more regular development naturally followed along all 
these lines. 

The intercourse by sea among the Hellenic States was ex- 
tremely active, and in many instances the merchant vessels 
employed in the carrying trade were built of a very consider- 
able size, mhus Demosthenes (to whom is due much of our 
knowledge of the state of the banking system prevalent amon^ 
the Greeks) mentions in the speech against Phormio, a mer- 
chant vessel which, in addition to the cargo, slaves and crew, 
had a passenger-list of more than three hundred freemen. It 
was only natural that Athens, from her favorable maritime 
position, and from the fact that ever since the Persian wars 
her populace had been instinctivdy attracted to the sea, should 
take a prominent part in the commercial expansion of Greece, 
which was so largely coincident with the development of her 
own literary and artistic activities. But the enlargement of 
her commercial relations and the ever-widening circle of her 
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trading operations necessitated the establishment of some 
system by which credit could be easily eflEected, and payments 
conveniently and speedily made; and thus it was that in Atheois^ 
from the circumstances of the case, the system of ba2]Jdng 
became most fully developed, and was carried on with such an 
eflfective organization that it became the model from which the 
Boman system of banking was subsequently derived. Athens, 
indeed, to a large extent, was the London of the aucient Greek 
world, the port into which was poured by far the largest volume 
of Hellenic commerce. »l\hu8 in the words of. Boeckh, ^Those 
articles, whicih in other lands co^d scarcely be obtained singly, 
were in the Piraeus found together. Besides grain, choice 
winee, iron, brass, and other staple commodities from all the 
oountries on the Mediterranean Sea, there were imported from 
the coasts of the Black Sea slaves, ship timber, salted Mi, 
honey, wax, pitch, wool, tacMing and cordage for vessels, 
leather, goat skins, from Byzantium, Thrace and Macedonia, 
aleo timber, slaves, and salted fish; slaves moreover from 
Theesaly, to whadh country they came from the interior; and 
fine wool and carpets from Phrygia and Miletus. ... In 
return for these importations, Athens exported to those coun- 
tries articles of its own produce and manufacture. !Tlhe 
Athenians also exchanged commodities whidh they had pro- 
cured from other countries." It was, in fact, truly remarked 
at the period of her greaitest coonmercial pre-eminence that 
^*all the sweet productions of Sicily, Italy, Cyprus, Lydia, 
Pontus, Peloponnesus are collected by Athens through her 
maritime supremacy.*' And as Athens and Attica, occupied 
amongst the states of the ancient Greek world a position 
similar to that which London and Eugland have assumed in the 
place of modem international commerce, it was only natuial 
that as London has become the deaiing-lhouse of the huge 
financial undertakings of modem lines, so Athens in the in- 
finitely smaller but relatively similar position which she 
occupied. in the Hellenic world, should have been forced to 
develop her banking system to as high a pitch as the circum- 
stances and limitations of ancient commerce would permit. 
Except, indeed, that they do not appear to have issued not^s, 
the bankers of Greece seem to have exercised the same main 
functions as those which characterize modem banking. They 
did not, of couirse, poasees that instrument which has proved 
of such inestimable service to modem commeroial life, namely, 
the cheque; but, on the other hand, they undoubtedly received 
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money on depoeit^ which wss repajrable on demand^ .piOYided 
that the mandate was accxympanied by satisfactory credentials 
An interesting account of the oustomB prevalent in this regard 
is given in Bekher's " CSharicles/' " The trapezitai, at whose 
hands Gharides had to receive the greatest part of his patri- 
mony, were very different individuals. Diotimoe, a man now 
advanced in years, bore universally a reputation for the higheet 
integrity. Not only had he been Charinoe' banker, but also 
his friend and confidant. When the latter, tihrough dread of 
the accusation, resolved on leaving Athens, he dharged his 
trusty and well-approved banker with the sale of his house, his 
slaves, and ohattds, and at the same time commissioned him 
to call in all his moneys out at interest. No inconsideraJble 
amount must still be in his hands, and Charicles now went to 
ask for it. Diotimos was just engaged in paying a sum of 
money to a man, apparently a foreigner. Upon the table, 
from which he swept up the coin, after having found it right, 
lay a slip of paper, being his bond for the amount. ' You have 
received from me the sum, in ready cash,. and all correct,' said 
the banker; 'and you leave nothing for it but a small piece of 
paper. . . . But remember that the law is on my side. 
And will defend my right.' nUie man asseverated his wish to 
fulfil all the terms of the contract, and then departed.* Diotimos 
th^ reached his ledger, wrote a few words on it, deposited the 
paper in a box oontaining several others, and then turned to a 
second individual, who was waiting in company with a very 
oommon-looking personage. ' I have purchased,' said the first, 
' from this man here a slave for two minae. By reference to 
my account book I find there must be seven hundred drachmae 
lying with you in my name. Pay the man has money.' The 
trapezites .again looked at his book. ' In the main,' said he, 
' you are right in your calculations, except that you have forgot 
the agio on three hundred and fifty Aeginetan draohmae which 
I paid to Flaseas for the ivory you bought.' This the man 
could not dispute; the two minae were p€dd, and the men went 
away. Now, for the first time Diotimos regarded the young 
men, who had remained somewhat apart. 'Who are you?' 
he inquired of Charicles, who now stepped forward, ' and what 
do you want?' 'I am Charicles, the son of Charinos, and 
am returned from Syracuse. Por my credentials behold here 
my father's signet ring, which is weU known to you. I come, 
as his heir, to require back the money that still remains in 
your hands.' ' So Charinos is dead ? ' exclaimed the banker. 



BANKING IN ANCIENT GREECE ^53 

'We have placed his ashe^ in Sidliaii earth/ said the youth^ 
' imtil his most faithful aervaiit shall have brooght them here^ 
to depoeit tihem in the tomb of his forefathers/ The old main 
covered his face and wept. ' According to my father's .will,' 
Boid Charides after a while, when the other had become more 
composed, 'you mus*t still have in your poesassion one talent 
and four thousand drachmae, which, in all probability, I shall 
soon require/ ' It is not exactly as you say,' replied. Diotimoe; 
but certainly your father could not possibly know that. It is 
only lately that three thousand drachmae more, were paid to 
me on his account; and besides that the capital has grown 
much larger by interest. *You will have more than two 
talents and a half to receive from me.' He then explained 
to the youth how he had, by degrees, sometimes wiith difficulty, 
and not till after some years, contrived to get in all the moneys 
which were owing to. his father by foreign merchants." 

An important factor in the development of Athenian 
banking was the contract of marine insurance (which we know 
as Bottomry), and which from the risks obviously attaching 
to business of this kind naturally exacted a higher rate of in- 
terest than that usually current. The frequent occurreaice of 
these .oontracts, and the large profits which were often the 
result, natuially gave an additional stimulus to the bankers 
of Athens to extend their operajtions, seeing that without their 
ultimate aid these contracts could hardly be entered into. .ITIhe 
sum of money was lent for a definite term, and for a voyage 
to a certain definite place; the debtor being under obligation 
to sail to the place so designated, under penalty of exemplary 
punishment if the coaitract should be violated in this respect. 
The rate ,of interesit naturally varied with the length of the 
voyage, and the risks likely to be incurred in the particular 
undertaking proposed; so that it is impossible to lay down any 
general average rate of interest as having prevailed in contrajcts 
of this kind. It is certain, however, that the interest gener- 
ally charged on bottomry contracts was far higher than the 
rate which was current on ordinary business transactions on 
land; and in his speech against Fhormio Demosfthenes shows 
that the rate charged on that particular transaction was thirty 
per cent. This, however, seems to have been a somewhat 
higher rate than that usually charged, which was probably 
something like twenty per cent. In the case of vessels enter- 
ing the JSuxine, special conditions were attached to the con- 
tract, the rate being higher or lower according to the time of 
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year. JT^ns, if the departure from the Euxine occurred after 
the commencement of the cosmical rising of Arctunts, a higher 
rate was always exacted. As, however, in these cases the in- 
terest charged was a certain percentage basis of the capital, 
for short voyages a nominally far lower nute of interest might 
of conrse be equivalent to a highly enhanced rate on a longer 
voyage. 

In the case of non-maritime negotiations the rates of in- 
terest prevalent were certainly far higher than in modem times. 
According to Boeckh, 'Hhe lowest rate of interest at Athens 
appears, apart from certain almost merely nominal payments 
of interest by the state to sacred treasuries, to have been ten 
per cent, the highest thirty-six per cent.'* The average rate 
of interest accruing to loans on deposit may be to some extent 
gauged from a passage in Demosthenes, from which it appears 
that his own father (who was interested in the two businesses 
of sword-outlery and cabinet-making) had a talent out on loan 
with the ' trapezitai,' on which he drew yearly interest at 12 
per cent. Elsewhere 16 per cent, is incidentally mentioned as 
the interest obtained by a mortgage of house property, while 
in the case of divorced couples, if the husband refused to hand 
over to the proper authorities the dowry which he had obtained 
with his wife at the time of their marriage, his wife's guardians 
could claim interest on the arrears at the rate of eighteen per 
cent. 

fRhere were two main reaeons whidh prevented the banker's 
calling being held In the same repute at Athens as it has de- 
servedly obtained in modem times. In the first |daoe, banking 
was largely in the hands of men who were not in possession 
of the full privil^es of Athenian dtizens. Alices and en- 
franchised slaves weone at that time to be found amongBt the 
bankers of Athens; and the prejudice thereby created against 
the profession naturally militated against even its most re- 
spectable and influential members. It is indeed almost impos- 
sible for the modem mind to estimate sufficiently the enormous 
influence on ancien/t life and habits which the presence of a 
large number of slaves exerted alike on the moral, the social 
and the intellectual atmosphere of the time. The continued 
presence of a large body of men, to whom all the more irksome 
and tedious duties of life were habitually delegated, necessarily 
produced amongst the community at large at least a tendency 
to the belief that all labor was in itself a degrading occupation. 
But this feeling, which was so natural a fad>or in the life of a 
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people to wJhom the enioirced labor of a subject class vr^ an 
babitual daily spectacle^ was enhanced in the case of tha 
Athenians by their own inborn dislike to constant or regular 
bodily exertion. The Athenian, as Mr. Edmond About has 
well said, was a '^ flaneur ^^ by nature; and this inborn char- 
acteristic is curiously brought out in his very language, in 
which many of the words indicating " toil'^ or " labor '* have 
gradually, in their adjectival forms and derivatives, come 
to signify either ^'miserable" or "wicked." It was 
only natural then that the Athenian should view with 
something of contemptuous toleration an occupation in which 
aliens and liberated slaves could and did successfully engage. 
But even so there mu&t have been a fair number of individuals 
whose natural ability and unswerving uprightness could cause 
them to be regarded with goodwill and respect by the more 
thoughtful and intelligent of the Ai^henian citizens, and of such 
the banker Pasion, of whose life and circumstances we are able 
to gather from the pages of Demosthenes a toleinably compilerte 
idea, was a notable and familiar example. Pasion had indeed 
beeu born a slave, and had at one time been the property of the 
bankers Antisthenes and Arcbistmtus. But by the punc- 
tiliousness and uprightness of his conduct, and by the display 
of business capability of a quite unusual kind, he had gradually 
won the favor and esteem of his masters, tUl in time he was 
not only enfranchised, but gradually raised to such a high and 
lucrative position that he was able to start banking on lus own 
account. Even Professor Mahaffy, who in his " Social Life in 
Greece^' endeavors to disparage the business habits of the 
Greeks, and to cast a slur upon their banking capaodity, is com- 
pelled to admit the greatness " of this remarkable banker," and 
to allow that he " was evidently something of a power in Greece, 
and probably one of the best-known men in the crowded 
Piraeus." 'The wealth and influence of Pasion constitute in- 
deed one of the romances of early commerce: he was the " Dick 
Whittington" of ancient Greece. Though sprung from so 
lowly an origin, he gradually assum^ a position amongst the 
mercantile community of the port of Athens which for relative 
importance may not unfairly be compared to that of the 
Bcthsdiilda in European commerce. His credit extended over 
all the oonflnes of the Greek world. His wealth was very 
great, and he was not only a banker who gradually acquired a 
practical monopoly in his own line of business, but a manu- 
facturer on so considerable a scale that he was able to present 
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the State with a tihcmsaiud shields, which had been turned out 
of his own factory. His dharacter and ability were such that, 
notwithstandiDg hie humble birth and servile antecedents, he 
was voted to the full citizenehip of the Achamian deme by the 
suffrages of its grateful burgesses. As an additional proof of 
his wealth, it may be mentioned that he actually, at his own 
cost, equipped five ships of war for tflie public service. When 
at length in his old age he retired from the banking business, 
he promoted hie elave Phormio to the position of manager, 
giving him his freedom and entrusting the whole concern to 
him in return for a fixed yearly rental or charge of nearly 
seven hundred pounde. Phormio himself proved an exoellen<t 
mBoi of business, for at a time when nearly all the other banlcs 
in Athens were in straits he managed to weather the stonn, 
and to prove to the Athenian worid that honesty and ability 
could be combined in no ordinary degree in the person of a 
deepised and lowly alien. And if men like Pasion and Phormio 
coiild be produced from one single banking establishment in 
the Pir»us, we may reasonably believe that they were only types 
of a daee, and that amongst the bankers of Atheoe tthere were 
many who rose to similar poeitions of influeaice and affluence 
by the display of like talents. The evidence indeed on which 
Professor MahaSy endeavors to cast doubts on the generally 
accepted belief that the Greeks were the greaiteat and meet 
Bucoeeeful traders of antiquity is of the slenderest and meet 
partial kind; and, so far as banking is concerned, it practically 
reete on the one single fact that ^^ when Paaion's son had his 
choice of a business worth 60 minae or a bank worth 100 in 
respective yearly income, he justly, says the narrator, preferred 
the ownership of the business establishment, on account of the 
insecurity of an income made from other people'e money.*' ♦Tto 
argue from such slight and insufficient premises is not only 
extremdy unreasonable, but it is calculated to cast a slur on 
the study of a great and interesting period. The field of 
classical literature has too often been made the happy hunting 
ground of hasty and immature speculation, and evidence which 
would certainly not be held valid in a law-court is advanced 
as sufficient to support som.e new and extravagant theory. Any 
business in which a high rate of interest is obtained must neces- 
sarily, to a certain extent, be hazardous in its operations; and 
even in modem times it is notorious that positioDfi of security 
with only a very moderate income attached, are able to attract 
large numbers of men in preference to the more highly paid 
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but less certain careers of professional life. But for some 
futnre hktorian in the year 4000 a.d. to argue from this, lihat 
prof eesional life in Europe at the beginning of the twen/tieUx 
century had fallen into a bad or degraded position, wx)uld be 
no more absurd than the argument by which Professor MaihaflEy 
seeks to advaince what is surely a rash and hasty geneioilizatLan, 
utterly unwarranted by the facte of the case. DifBerenoes of 
iBCXxme of a far moire apparently glaring kind might be brought 
f orwteud from modem Hf e, yet to found any general 
theosry upon such a faat would be manifestly unsafe. It is 
a well-known fact that at the English bar men have given up 
inoomes ranging up to fifteen thousand pounds a year in order 
to obtain the security and dignity of a seat on the judicial 
bench, only worth one-third of that amount, and doubtless they 
are often justified in their choice when all the facts of the case 
ore comsidered; but to advance this as an argument against the 
seouriiy or attractiveaiess of the English bar would be obvioudj 
in the highest degree unreasonable. 

The real fact seems to be that, to the extent of our know- 
ledge (which is necessarily to some extent limited, owing to the 
fragmentary and allusive nature of the evidence), we are 
justified in believing that, though, to some ertent the banker's 
celling was not regarded with high favor at Athens, yet the 
banking system and the general commercial activil^ of the 
Athendans attained a magnitude whidh, considering the size 
of the country, may well fill us with wonder and admiration. 

Such, then, is a brief sketch of the main features of the 
system of banking which prevailed in the palmy days of ancient 
Oreece. tl\he development of banking was indeed in large 
measure synchionus with the unparalleled literary and 
national activity whicih characterized this wonderful people 
during a period whicih, though brief in point of time, was de^ 
tined to exercise an ever^widening influence on subsequent 
civilizations. Commerce and war, art, philosophy and literature 
alike flourished side by side in ihe genial surroundings of 
Attica, and in almost every department of life were produced 
works which were destined to b^ models for future generations 
And what is true of literature and art is almost equally true 
of the great prindpleB of banking. The system of Greek bank- 
ing transplanted to the shores of Italy became the model from 
Which the Bomaios themselves largely copied. And if it be 
true that in Venice the first germ of modem banking is found, 
it is none the less true that in the busy mart of ancient Athens 
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ihose prinoiplee were inaugurated on whioh alike tlie theory 
and the practice of modem banking must for all time be based. 
Athens, indeed, in the evolution of her banking system, gave 
one more proof of the extraordinary vitality and veraatiliiy of 
the Greek people. This is all the more remarkable if we con- 
eider the extreme smallness of the country from which such 
mighty and sudi varied influences were disseminated. Attica 
itself consists of only 640 square miles, being about the size 
of the small Scotch county of Lanarkshire, while the English 
county of Yorkshire is nearly ten times as large. And yet 
this cQminutive division of Hellas, which was only about three 
times as large as the island of Montreal, was the centre which 
controlled alike the philosophy and the commerce, the arte and 
the literature of ancient Greece. 

B. B. MACNAGBTEK 



UNITED STATES BANKING SYSTEM. 

The following extremely interesting remarks on the United 
States banking system were made at a dinner in the Toronto 
dub, tendered to Mr. J. B. Forgan, president of the First Na- 
tional Bank of Chiciigo, by Mr. H. C. McLeod, general manager 
of the Bank of Nova Sootia. Mr. Forgan's first remarks were a 
high tribute to Mr. Fyshe, general manager of the Merchants 
Bank of Canada, and Mr. Forgan^s chief when the speaker en- 
tered the Bank of Nova Scotia. Mr. Forgan said in part : 



«i 



Wliatever of auocess I baire aohleved in my ibanadn^r career bIsicb 
I iett 02iSDiau6&, I attFibuite entirely to my tradnding uiider Mr. Fysbe, 
in the good old Bank of Nova Scotia, which I still 6heri»h as my alma 
mater. I have since acquired that coofldence in amid enthus- 
team for the United SItates whicib life in «tflie oountfpy eund coa>- 
n^otkm (With fits indtfttutlons cannot tftail to dnsptne In ervery one of i«tfl 
cHizeoe. Its Oovemiment 1b ecftalblished on a rock. Its resouffces a/re 
ezHOirmouA, and litB po6edlbUl<tde9 utnlimited. A oosnpaoison of its bsunk- 
In^r ssrstem with yours (and havdn^ had experience under both, en- 
ables me to make auoh a ooonpariflKxi'), oomipeUi me, however, to 
ajdmdit thcbt ^e (have meny tlhiin^rs to Ifeam, and a gt-ee/t d-eal to do 
before we caai establish or evKdve as aomnd and perfect a gy s tero as 
you have heire. We have developed a eystem of isolated iunks over 
iten thousand dn number, each under Ita own separaite and ddstilnct 
meffiagement, and working for iits Individual profit without regiard to 
the rest. Our chief itroutole Is, therefore, the lack of a syaitem. The 
convponent tporta of a s y a^ l em must T^iork together ifor mutual beneflit. 
We have (buibt uip many sound and> ^ron^ Institulionia, and, as a rule, 
OUT (banks are in excelHent oondiititon. Thiey wiU all, iwdith very feiw 
exceptions, stand itihe most searohinig examination of either a Qovem- 
mfeoit insipeotor or any other expex*t. 

There Js very little (bad ibankin«r in the system, notwithsitandlnsr 
thait a. Oanaddan woman has recently cut such a swiath In Ohio with 
her (bogus securities and; d)one nrp a few of the fraJtemHty there. Our 
hanks, as a rule, are run on conservcktive lines, they madntain stron^r 
cafth reserves and the individuial management is good. This much ex- 
perience has taught ua Our trouible is not wdth the manougement or 
methods of our Inddviidual instiltiiitions. These average hig*h and wUl 
campare favorably, I (believe, with those of this or any other country. 
With the rapid development of our enormous resources, we cannot 
expect AJtd jSo not have Interruipted pr oapertty. We pu^ ahead too 
f«aM end frequently overdo. Once 'in oi .period of years we are pulled 
up Short, oofEnpeUed to hanbor our resouroes, recuperate our strength, 
and take some long* breaths (before we can maJice another adrvance 
eJcntg the line of prooepenous development. When these hulls In our 
profrreas occur our people tare very liable lo beooftne nervous and 
frierhteiDeia. It is then that (the lack of s yst em is notice&ble. In- 
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0t«ad Of belocr tM& to ajct totsMnetr boA ooaceaOxmtB tlheir reeerves f)or 
the stireaicrtti ot the eyp t em, our ten thouaandi 'banlu do jii^ tiie re- 
Vierse. Bach one Gucts £or jitself, the fears of the duatomers spread to 
the bankeais, az»d .nrhout Je lEnowai cut & ihaiDkerB' |)anlc Ss tlhe reeutt. 

'Beafcdee ithe bad' effeote <a euob oonddtJoDs in ttmes of floancifll 
stieea* we aie ^roflaly eztiravB«Gunrt dm the iiee of our caah reaervea In 
ordftDAry times. A ooiuutry baxUc oaomoit order 126,000 or $60,000 ot 
cunreooy to the sh&psped to it Iby Its reserve a^eot wlthoivt tannxedlateiy 
depletlncr the cash reserves of tihiat aigenit ix> the aBme extemit. Undef 
jrour eyfliteim, /when one of your ibramohes oeedlB 126,000 or 160,000 of 
cuirency you send Vt your own cdrcoikutiUMi, and lit is only oounted as 
a. dleihllity aciainflt you after >the hramch has paid It out. Or Jif you 
do sbip to & fbrancih 126,000 or $60^000 In 0old or Govemment notes^ 
the money Is stUl youirs so loii^ as it Ues in the Tault of the brancOi. 
WHith us every such shipment is an aflMOdute parting with so nyuoh 
of our oaab leservee, and at certain seasons in each year It ties um 
up pretty ftight at the centres, -while at othens we hajve more money 
on band' ftihan we know what to do with. The advantage you have 
here is in the oomfblnation of your bnanch hanking^ system witli your 
exoeUent system of hank oloxnilation, which hse sufBiicdeint eiiaaticlty to 
it to e(bb hsoA flow with the varyln^r tide of piu/bUo business neoesslty. 
Another weakness In our system which I think wflll ultimately 
have a tendency to brln^r about a change in onr methods and the 
estaibldshmeot of a system Is the kick of our ability to train men to 
take tihe manacremient of our moderately sized banking institutions. 
This weakness dn our system becomes more and more apparent 
as time advances. It is now quite a pronounced weaksiess, and as 
I have already said, I think that it will tend to brlpg about a 6han(ge of 
sentiment dn re^gard to branch (banklnsi. If our Icurge banks were 
permdtted to estaiblish branches this dlCDIcudty would be solved by 
their buying up sudh inetitutlODfi and plaicdn^ competent men In 
change io niane^ie them as branches. 

I would not have you nndenatand that I ami at aJl alarmed at the 
banking eituatibn in our country. Under our system^ impenfect as 
It is, have grown up many strong Instlttrtdonst and our banks and 
bankeri^ as a whole, are of a h4<g(h grade. Our strencrtib is in the 
iflact thst our iba>nik1ng institutions are inddvidnaJly sound* but banks 
cannot stand to have their strength tested* by pulblic runs on them to 
see df they can pay out (lulddy nndier enforced liquldBtSon. The 
wonder to me is that they stand such tests as well as they da Of 
connse, as the country grows in wealth the banks are growdn^' in 
strength, and I beldeve that even with our lack of system, individnai 
Jnfititutdone are bednig built lup that wiU weather any istorm. Our 
gnxywthi is phenomenal, and our recuperative power is wonderful.' 
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THE DOMINION OF CANADA IN 2004. 



BY JOHN KNIGHT. 

True, I talk of dreams. 
Which sxe the children of an Idle !braln, 
Be^ot of nothing <but vain fantasy; 
Which Is €ls thin of 4su»l>stance as the air. 
And more Inconstant than the wind. 

— Shakbspbarb. 

You ask me to project my mind f orwurd one hundred years, 
and to picture the condition of things in general, and the 
banks in particnlar in 2004. I have honestly attempted to 
do your bidding. This evening I filled the bowl of a beloved 
pipe with strong Canadian tobacco, and let the steeds of the 
brain go browse at will into the futnre. Through the smoke- 
wreaths from my pipe I have looked steadily ahead, until 
what I am pleased to call my mind has found anchoiage a cen- 
tury hence. 

Have you ever seriously considered, my good friend, what 
it woidd be like, if we were permitted to return from whatever 
port we are botih fast making, and to peep at our common 
country in the year 2004? 

I am looking forward* now, and like Sydney Carton, im- 
mortal creation of Dickens, I will try to write down the 
thoughts that inspire me: 

"I see the banks reduced in number, but having their 
branches established in all directions. I see a great and 
wonderfid Dominion, with railway communication extending 
even to Baffin Bay and the Yukon. I see fields of golden grain 
covering a coxmtry vast and boundless, and filled with fifty 
millions of happy and prosperoois people. I see new cities and 
flourishing towns in Manitoba, Alberta, Athabasca, British 
Columbia, and the Valley of the Saskatchewan, and content- 
ment and prosperity everywhere. In the Maritime Provinces, 
once famous for building and manning wooden sailing vessels, 
I see immense shipyards swarming with thousands of work- 
men engaged in constructing leviathan steel ships, to be eni^ 
ployed in bartering Canadian produce with distant worlds. 
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In the Province of Quebec and Ontario, I see a still mixed 
race working together in peace and harmony for the advance- 
ment of a great country in art, industry and science, grateful 
for a glorious past, and filling the times in which they live 
with good work. 

I see peace, proeperity and happinesB throughout the land 
over which floats the flag for which, as ever, the people are 
willing to fight and die. 

I see the youth of the country attending the splendid 
universities so magnificently endowed by the men of to-day, 
ihe names of the latter honoured and held sacred by grateful 
students flocking to the seats of learning from the towns, 
villages and hamlets of Oreat Canada. 

I see the brightest and best men in the country no longer 
apathetic and indifferent about its welfare, but in control 
of its destinies, and willingly devoting time to the conduct of 
public affairs. 

I see the banks, as stated at the beginning of this letter, 
reduced in number, but having innumerable branches. I see 
that the mechanism differs somewhat from that of our day. 
The arithmometer, and the type-writing machine have made 
mental arithmetic unnecessary, and chirography a lost art. I 
see the bank manager, as of old, enjoying the esteem and con- 
fidence of the people. The banking rooms are handsome, 
spacious, bright and well ventilated, and the workers therein 
are in receipt of salaries commensurate vrith the positions of 
trust and responsibility they hold. The ever-increasing 
wealth of the people is, more than ever before, entrusted to 
the bankers, and by them judiciously employed in the chan- 
nels of trade and commerce at home and abroad. I see that 
the methods and practice of Canadian banking in 2004 have 
not materially changed since our term upon earth. The bank 
manager adheres with a faith that never falters, to the path 
of prudence and safety. He knows that there is no new and 
royal road to success in his particular calling, and he is govern- 
ed by the experience and wisdom of his predecessors in office. 

I see a group of banks of unquestioned strength and 
character maintaining the reputation of Canada for having 
financial institutions equal to the best in the world. I see 
their branches affording banking facilities to the pioneers of 
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progress in some still unsettled districts in the distant north. 
****** 

Under lihe soothing influence of tobacco, I am fast travel- 
ling in the direction of the borders of dreamland; but once 
again, at your request, I will project my mind into the fatare. 
I now see some of the Canadian cities, so well known to me in 
the present year of our Lord, and I note the changes therein. 
I see the cities of Montreal, Toronto, Winnipeg, Halifax, 
Quebec, Saint John, and other vast metropolitan municipalities, 
free from the grasp of moiuopolies, and rejoicing in civic pos- 
session of light, heat and power, and all the utilities of life, 
and supplying same to the people at the lowest possible cost. 
The changes along this line are visible everywhere, and re- 
mind one of the saying, respecting a citizen of the future, 
used in the early days of public ownership: "He may be 
bom in a municipal hospital; be educated and trained in muni- 
cipal echools and colleges; may earn a living by working for his 
city in a score of capacities; he may retire on a muaoiScipfal 
pension; may die and be cremated at public expense; or his 
bones may rest in a municipal graveyard/' 

As, in my mind, I see the people of 2004 enjoying hundreds 
of petty conveniences, the privation of any one of which 
would grievously disturb the temper, and affect the comfort 
of the world at large, I find mys^f comparing the ages, and, 
dividing time into past and present, and, weighing one against 
the other, I fall asleep— only to dream again of 2004. I see 
in dreamland a small boy bearing my name. I see him trying 
to decipher the inscription on an urn containing his great, 
great grandfather's ashes. The epitaph is the same as that 
which Uie skeleton in Mark Twain's short story, ''A Curious 
Dream," complained of as affording amusement to his fellow 
skeletons in the graveyard by reason of its amibiguity : *' Gone 
to his just reward.** 



OX) BBANOH MANAGEBS. 

a 

The following semi-Iminorous fiuggestions to branch 
msnageonBy made from the Head OfSce standpoint, have recent- 
ly been distributed by an English bank to its correepondent^. 
They ore selected extracts from an article published in the 
Ocix>ber, 1904, number of The Bankeire' Magazine, of London, 
and may senre to amuse some Canadian branch managers, and 
perhaps prove an instmotive warning to others. 

•Don't try to advertise yourself «ut liecud Offlloe; or, if y^oa caiuMyt 
Ivelp •doing so, do it cutistically. Suppose, ifor example, you faave 
x«oently >been appointed treasurer oif a representatlvie local associa- 
'tkHL Don't limnediately flood your liead-offloe with local papers 
glvlnfir an eiccount of tbe meeting, a tbrlef sketch of your career, and 
a veribajtlan report of your speech after the election* Walt until the 
dJetinotion Is foUowed by the penalty, and then forward to bead>- 
Quarters the requeot for a subscription. In so doing you cannot 
help, however reluctant you may be, -mentioning the fact, that not- 
withstanding that Mr. A. of the London and Loaimshire and Mr. B. 
otf the liondon and Suiburban Bank actively canvassed for the a^ 
pokitment, you were so fortunate as to dbtain it by a majority which 
astonicihed no one so much es yourself, and that you trust, etc, etc 
The height of art is to conceal art. 



IDooVt crawl, either to customers or to head ofCice. An erect 
attitude is more effective In both cases, and has the addltlonai merit 
of eneibllng you to retxtln your self-respect. Remember, on the other 
band, that the word truculent is not a synonym for the word erect in 
tbls connection. 



fThere Is no harm In ocoBSlonally adding as a postscript to your 
faead-OfflCloe letter:~11.45 p.m. Since writing the foregoing I have 
seen Mr. Snooks, and after a ^orif; conversation, have persuaded 
him," etc, etc, tnit don't forgeit that such additions to your betters. If 
repeated frequently, are apt to pall. iBe especially careful too, not 
to post such a letter earlier than 11.46. Don't habitually supplement 
Saturday's letteni by a Sunday missive, or at any rate take the 
precaution, before doing sov of ascertaining that the official to whom 
you write is not a Sabbatarian; othenwise, notwithstanding the zeal 
indkated, the object of your further letter may be defeated. 



Don't enidoee, to be read! and returned, rambling and irrelevant 
letters from customers, especially from lady customers, even when 
they end on a note of warmest thanks for your unremitting attention 
to the interests of the writers. If a brief sumsnary of the essential 
features of the correspondence wiW not quite meet the case, set a 
youngster in your office to work to copy out certain passages, includ- 
ing the flowrery ones at the end, and run your pen (Ughtly) through 
the latter before forwarding the budget. 
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In dealincr iwith woiildl-tbe iborrofweFS, don't focget to aak your 
awkward quesUODB at tbe first interview. Ce n*e»t gue le premier pae 
qm eoiUe. t 



I>on't l>ma«rine that in your ibank there are two classee of ott\ciaJ», 
one class at the braniches irying to obtain and <to keep business^ and 
the other at headquarters endeavouring: to refuse and looe it. Qive 
your head-office officials credit for belnfi^ to the (full as anxious to get 
and ito poreserve ibuAineas as you are yourself, and if they decline 
transactione which you put before them, depend upon dt tSiey do so 
on ^ood grounds and in the interests of the dnstitution as a whole. 



Don't side wiith your borrowing customens a«;iainat head office. 
After aJl, It is the bank wh*lch pays the piper, and haa the ri^ht to 
call the tune. 



Don't caJl on head office too frequently, eetpeciaUy when there 
are good appoinftmenits vacant and under consideration. The object 
of your ceil may he misunderstood. On the other hand, don't 
hesitate to caJl for a few minutes once in a way if you happen to 
(be in town. On such occasions It is not adviseiblfe "in order to save 
time," "to produce from your pocket a li»t of roucrh notes from whicfli 
to make verbal replies to questions wftiich have been raised in corre- 
spondence. To do this is to convert a hig^hiy-paid head-offiioe official 
into your clerk for the tkne Ibeins^. 



Don't submit a verbal proposal when it is anyhow possltble to 
put It Infto writincr. Call and supplement your written statement. If 
you will, but rememher that "verbal oomonunloations corrupt good 
management." 



If a customer or a friend has a eon or pnot6g6 who, after some 
years' experience as a schoolmaster or a curate, would like to enter 
ylour Ibank for tbe sake of Improving his proarpeots, don't trouble 
head office aJl>out it. Nip the application in the bud, even though 
the applicant *%ould be content to begin at the foot of the iadder." 
Apai* from general considerations weighing agrainat their appUca- 
Uons, these "foot-of-the-ladder" candidates kivanieibly show a ten- 
dency. If given a start, to skip the lower rungs. 



Unaess you have previously saUsfled yourself that your general 
manager oomes to town toy a workman's train, don'Jt write to head 
office saylngr that, unlesa you receive a wire by 9 ajn. on the fodlow- 
tog mominfiT, you will adept a certain course. The device is too thku 

In deaJing with requests for advances, don't transmit your 
cwtonjer'e proposaJs to head office In a raw, crude state. Knock 
them into shape first A man need not be a "banker in order to 
^^t^^* proposal in the form in which it reacheo him. Anyone 
^ff? ♦ ti: ^^^^<^» amendments and supplements should be su«- 
^i^rL^ Jwlf i^!2:?t borrower by the branch manager in the flrat 
toatanoe, not left for head office to poinit out 

Don't, except in very special circumstances, suggest to your bor- 
rowinjBT eustomers that they ahouild call at head office with leg^ 
to itheir affairs. To do so is often a sign of weakness and of ineWUty 
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to 0ay "No." When it is neoeOBary to refer eA Importaiit client to 
bead-quarters, take care to send on, in adivance, aU necessary in^ 
iforznalion, together with your own view of the maftter to be dl«- 



If your branch is remote, and you have cocaalon' to recommend 
an adyanoe to Mr. Smith t>eoaAi9e it would please Mr. Jones, don't 
forget to say, and on later aipplicatioos to repeait, who Mr. Jones ia 



Don't talce all the ifoi«goin«r suggestions (too seriously, l>ut reaAiae, 
on the otber hand, that there may be a ifew grains of truth amdd 
the cftiaiE. 



CONCBBNING THE JUNIOR BANK CLERK. 

The bank clerk's future career rests with himself. For, 
as in every orttier line of life, industry is the keynote to assured 
success, 80 too, does a bank clerk chiefly depend upon industry 
for his adyancement. And eveiy junior should keep this firmly 
in view; for while senior men know it by experience, the juniors 
baye it to learn. The young man, on entering a bank, should 
rememiber that he haa before 'him years of work — ^much of it 
seemingly unprofitable, and a great deal of it unpleasant— but 
meanjwhile he is learning one of the most interesting and diffi- 
cult of professions. He may have to spend years of his life do- 
ing routine work, and he will begin his career on a small salary, 
while the management are putting him through this uncon- 
scious process to prove his mettle. But if his work is well done 
at first, he will probably keep up to the same standard later. 
If , <Mi a small salary, he lives withou/t getting into debt, when 
he later has under his control the funds of others he will have 
gained the ability to guard them prudently and safely. No 
one likes doing the same thing year-in and year-out. Yet the 
very doing of such work, carefully and conscientiously, has a 
lasting eflfect. Carefulness is necessary in every vocation of 
life, but to the banker — ^his very existence depends upon it. 
He, aleo, who consistently is economical, gains a reputation for 
carefulness, which becomes a splendid asset. But economy 
must not be confused with selfishness, for selfishness is mere 
personal extravagance. Stinginess also is to be avoided, for 
business demands more of generosity than it does of meanness. 

There is a natural and inevitable error, which each junior 
suffers from, to a greater or less extent. To leave school and 
for the first time be treated as an equal by business men is 
too nmch, and he loses his head. In after years he will see hia 
own past foolishness, reflected in younger companions, and 
by that time will have realized that that consideration shown 
him was but a part of our necessary commercial machinery- 
ordinary civility. 
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Politeness is one of tbe first things for a junior to grasp 
the true meaning of. Many prospects are spoiled by an un- 
pleasant manner^^ or by mdeness; and to any one wishing to be- 
come a banker^ civility to everyone, both great and small, is 
essential. The bank, eoid its derks, having a reputation for 
politeness, attitacts the best cfostomers and business, and not 
only does politeness cost nothing, but every one reaps its benefit. 

Accuracy may possibly become developed, and acouracy 
with speed may, perhaps, be acquired, but accuracy with speed, 
combined with the power for careful observation is only the re- 
sult of unceasing painstaking work. Never let anything pass 
by, without underetanding its true nature. For such busi- 
ness is but the beginning of increasing carelessness, and lazi- 
ness is but the careless handling of one's convictions. 

Honesty is the essence of banking. A reputation for dis- 
honesty once obtained, and a man's whole life becomes over- 
cast. A junior, living on a small salary, has difficulty miak- 
ing ends meet, but does not every higher officer have just as 
grave troubles, and with increased responsibility; does not also 
everyone in life suffer from such things? Specially to the 
young man is dishonesty injurious, for youth is the age when 
one's character is moulded, and a few knocks, more or less, when 
one can stand it, are better than a misspent life, with its faults 
• — ^realized too late. 

Similarly, the discipline the young man has in a bank is 
as necessary for the working of the bank as it is necessary for 
his own character, for his early years in a bank are but train- 
ing. Continued watchfulness, care and diligence should be his 
standards. 

The busy man should have, as an offset to the perpetual 
grind, some hobby or some sport, entirely remote from work. 
Open-air life is the most refreshing, and whatever may be the 
initial expense, it is quickly repaid with the increased capacity 
for work. Active sports are the best, for firmer friends are 
made, and he who is able to hold his own in manly sport, will 
be the more able to do the bank justice in bis daily intercourse 
with customers. The health will improve, and bis self-reliance 
be assured. 

Bank officials always keep a careful watch over their staff, 
noting their companions, and how their spare time is spent. 
Even if sudh were not the case, the judicious selection of 
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friencls^ and the careful Bpending of spcire time is the best 
poBsible iiiTestmeiit. For as a man is known by his friends^ 
so is his mental calibre judged by his amusements. 

Nor should he neglect to read up financial subjects^ and 
those questions dealing with his work. He should keep in touch 
with all per&ons, whom he finds can give him good adyioe. At 
all times should he keep his eyes open, for in banking, as 
in any other profession or business, the successful one is the 
man who keeps ahead of the timies. 

The junior, with the reputation for careful work, is the 
first choice for the next promotion, and an early start will push 
him forward all through his career. Boutine work of the kind 
a junior has necessarily the most to do with, may appear 
uninteresting. But let him remember that he is one of iihe 
many, helping to adjust the gigantic machinery of the com- 
merce of the world. Every effort of his early days will make 
more pleasant his declining years. Everything done now will 
miEkke more easy the work to be done in higher positions, and 
the greater his present effort, the greater will become his repu- 
tation, and the financial recognition of his work. 

G. E. KlNOSFOBB. 



TABLE OF CLEARINGS 



Comparative Totals of Bank Clearings for the past four 
years at the cities of Montreal, Toronto, Winnipeg, Halifax, 
Hamilton, St. John, Vancouver, Yictoria, Quebec, Ottawa, and 
London. 

(000 omitted) 



Montreal 



Toronto. 



Winnipeg. 



Halifax 



Hamilton 



St. John. 



Vanoouver 



Victoria 



Quebec 



Ottawa 



London. 



* Part of year 



1904 
11,065,067 

842,097 

294,601 

90,116 

59,003 

51,423 

74,030 

33,070 

79,844 

106,638 

45,552 



1903 
$1,113,978 

808,748 

246,108 

L93,350 

53,420 

49,018 

66,216 

30,818 

88,329 

106,084 

42,831 



1902 
11,098^70 

809,078 

188,370 

88,532 

45,966 

42,424 

54,468 

28,570 

73,247 

95,469 

•23,098 



190Z 
$895,612 

625,271 

134,199 

87,162 

42,555 

40,378 

47,621 

30,801 

49,913 

♦28,828 



QUESTIONS ON POINTS OP PEAOTHCAL INTEREST. 



D EPUES may be obtained thraugh this colmnn to enquiries 
^^ of Associates or subscribers from time to time on matters 
of law and banking practice, under the advice of counsel where 
the law is not clearly established. 



The questions received since the last issue of the Journal 
are appended, together with the anawers. 

Agenfs Authority to Act. 

Question 597. — ^The A. B. Company of Montreal keep an 
aooount with a bank in that place ; they have an agent in Hali- 
fax who keeps an ojocount there with a branch of the same 
bank. The agent in Halifax is empowered by his prindpele 
to endorse cheques for deposit, and drafts and bills put into 
the bank for oollection, but he has no authority to borrow 
money or to draw cheques upon the account. These instruc- 
tions were given by the head office of the company to the 
bank in Montreal, and by them forwarded to their Halifax 
branch. The agent of the Comipany in Halifax occasionaiily 
puts in paper for discount payable to the company, endorsed 
by himsdf on behalf of the Company, which goes to the credit 
of the oompany^s account in the books of the bank in Halifax^ 
whence it is subsequently drawn out by the cheques of the 
properly authorized officials. It eventually turns out that the 
Halifax agent of the Company is a defaulter, and upon a com- 
plete investigation of his affairs it is found that he is $5,000 
short, that sum being practically the equivalent of the amount 
that he has then running in the bank imder discount in the 
company^s name. The question is, upon whom must this loss 
fall, the bank or the company. The company contend that 
by exceeding their written instructions, and permitting the 
agent to anticipate fundjB, the bank has enabled their employee 
to defraud them, and they claim that under the terms of the 
agent's authority wlhich was dearly advised to the bank, his 
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endoTseiDient as their attorney is not sufficient to conyey their 
property to the bank^ and they maintain that the paper under 
discount should either be handed back to them, or treated as 
being in the bank for collection on their account. tThe bank 
does not deny having exceeded its authority, but contends that 
as the proceeds of all these discounts went to the credit of the 
.company, and were drawn out by the company's properly 
signed cheque, the bank is entitled to the possession of the biUs, 
haying given full value for them, but the bank is willing to 
admit that in the event of any of the paper being dishonoured^ 
it would not, under the endorsement, have any recourse against 
the company. 

Answer. — ^A salient point not disclosed in the question 
is whether the properly authorized of&eers of the company had 
knowledge that cheques issued by them on the Halifax account 
withdrew moneys derived from notes discounted by their agent 
there. Otherwise, it would be judicious for the l»nk to adjust 
the account so as to produce the same result as if the notes had 
not been discounted, and to surrender the notes which were dis- 
oounted to the company. The company might under these 
circumstances endeavour to show that it had suffered damage 
by reaacxn of the bank having discounted the notes. 

Bills for Acceptance — Return of Same for Completion. 

Question 698. — ^Another bank sends us a draft for collec- 
tion not endorsed by them. It is payable to order of drawers 
and not endorsed by them either. I return it same day of 
receipt for completion. 

Drawers claim we should have obtained acceptance first 
before returning and further, if we considered there would 
not be time to get it back completed before it fell due — it was 
a sight bill — ^we should hold till due and mark same before 
returning. 

Would such a course not be open to objection on our 
part? We get such cases fairly often — six in one week. It 
is carelessness on part of drawers and of forwarding bank. 

If we followed desired course of above drawers, we might 
have several items charged to customers' accounts for which we 
could produce no vouchers. In the event of any of them being 
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lost in th« mail, would not the question ariBe, "At whoee re- 
quest did we mark the items?*' Not having done so at the 
request of any party to the draft, but quite on our own initiative 
would we thereby be in any undesirable position ? 

Answek. — ^Bill should be presented for acceptance and 
then retuimed for completion. 

A bank cannot be required to certify an incomplete bill. 

Insolvency — Claims Upon Estate in Different Provinces. 

Question 699. — ^A. tesiding in the Province of Quebec, 
and B. residing in the Province of Ontario, carried on busi- 
ness fl3 co-partnere in the Province of Quebec. The firm failed 
and assigned, as did likewise the respective partners. 

C. had discounted the firm's note, endorsed by one of the 
partnere — ^B. — ^who owned valuable real estate in the Province 
of Ontario and also owed personal debts there to a considerable 
amount. 

Is C. entitled to rank against the insolvent estate of B. 
on equail terms with the latter's persoaial creditors? 

Aksweb. — G would be entitled to i^ank against B's estate 
on equal terms with other personal creditors of B. 

Bills Discounted {on or Before), 

Question 600. — A note is drawn ^^on or before January 
Ist, 1905, 1 promise to pay, etc.^* Could this note be collected 
before January 1st? If not, what is the meaning and use 
of the wording "on or before?^' 

Answer. — The promissor may exercise the option ex- 
pressed of paying on 1st January, 1905, or before that date, but 
payment could not be enforced until the date definitely fixed. 
The usefulness of this might be in freeing securities or saving 
interest if note is payable with interest. 

Telegraphic Transfers — Payment to Wrong Party. 

Question 601. — John Smith having a deposit in a Toronto 
bank is in San Francisco, wires his bank in Toronto to tele- 
graph $100 to his credit with First National Bank, San Fran- 
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cisoo^ at the fiame time to advise y^^m by wire. He calls and 
is paid hifl money. 

In the meantime a confidence man learns of this transfer 
and the particulars from Smith. 

The confidence man wires the Bank in Toronto, in Smith's 
name, to place $100 to his (Smith's) credit with the First 
National Bank, Sacramento and advise him. 

The confidence man gets the tel^aphic advice, wulkis into 
the bank, presents the telegram and says he is John Smith. 
The bank pays him $100. 

(a) Where does the responsibility rest? 

(b) Where would it rest if only Canadian banks were con- 
cerned? 

Answeb. — (a) The responsibility must rest upon the 
bank whidh paid the money otherwise than to the payee desig- 
nated. 

(b) ^The same would apply as between Canadian banks. 

Bills for Acceptance — Can Post-dated Cheque he Regarded as 

Acceptance, 

Question 602. — (A) A collecting bank presents a draft 
for acceptance in the usual way. The drawee returns the 
draft unaccepted, but with his cheque attached for the same 
amount as the draft and dated the day the draft matures. Is 
the baak justified in treating this as an acceptance of the 
draft? 

(B) Under similar circumstances the drawee attaches his 
cheque for a different amount than that of the bill, claiming that 
the latter sum is all he owes. What should the bank do imder 
these circumstances ? 

(C) If in the above cases the bills were drawn "no pro- 
test,'* would that make any diflference? 

Answer. — (A) A post-dated cheque cannot be consideTed 
as an acceptance. Circumstances might arise before date of 
cheque that would cause drawer to stop payment of it. 

(B) Treat bill as dishonoured, and refer the matter to 
drawer. 

(C) No. 
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Cheques — What Constitutes Valid Countersigning of Same, 

Question 603. — (A) Is "1" or "We jointly and several- 
ly/' the correct wording of a note signed by several mem? 

(B) Is a name written across the end of a cheque equally 
countersigned as one w^ith the name signed at the bottom. One 
of our customers wsus told today that his name signed across 
the end of the company's cheque was not the meaning of a 
countersigned cheque. 

Anbwbb. — (A) 'Hife jointly and severally." 
(B) Quite afi good. 

Usury. 

Question 604. — ^If a bank collects interest on a demand 
note for several years at a higher rate than seven per oeni^ 
and finally has to sue for the principal^ can the defendant daim 
anything in excess of seven per cent., which he has paid as 
being a payment on the principal ? 



Answeb. — Jurisprudence in both the Provinces of Quebec 
and Ontario is confiicting, and decisions are old. 

The probable intention of the Act is that a usurious excess 
of interest collected should go in reduction of the principal. 



J 



COEEESPONDENCE. 

4 Paper Buildings, Temple, E,C. 

December 20, 1904. 
John Enight, Esq., Montreal: 

Dear Sir, — ^I have been very much interested by the re- 
port of Ewing versus Dominion Bank and the able article 
thereon by Mr. Holt, contained in the July number of your 
JouBNAii, which you were so good as to send me. I see that 
the Judicial Committee have refused special leave to ap- 
peal (1904, A. C. 806) 80 that the case can go no further. I 
am somewhat surprised that their Lordships appear to have 
considered that no important question of law was involved, 
bpcauee, as Mr. Holt points out^ the Ewing case goes beyond 
any EnglLih decisions, tJid it certainly raises a question of 
great importance to bankers, and decides it in a way for which 
1 was unprepared, but which I should be only too glad to see 
universally recognized. I quite see that in Ewing^s case, if a 
legal duty existed, the facts were more than sufficient to snipport 
an estoppel. My doubt is as to the duty. It seems admitted 
that without a duty there can be no estoppel by silence. Tha 
question is whether the duty to give notice of forgery to a 
banker in whose hands the forged instrument is known to be 
extends beyond the customer, and whether it makes any 
difference that the bank have asked for confirmation of the 
Signature, expressly or by implication. As to the first point, 
Schoifield v. Londesborough, 1896, A. C. 614, seems opposed 
to the doctrine of a duty arising out of the ordinary habits 
of business men. I doubt if there are more than two classes 
of legal duty, one derived from contractual relation, the other 
based on the necessity for the physical safety of the community. 
I think the " duty by usage of tra/de or otherwise '^ and the 
"interest to prevent on act being done/' which are the ground- 
work of the earlier definitions of estoppel by silence must be 
referred to the first of these classes. It is very difficult to deal 
with McKenzie v. the Linen Bank. It cannot be disputed that 
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on thd face of it that case strongly supports tihe dedsioni in 
Ewing's case. The passages cited and the words of Lord 
Selbome on the bottom of p. 92 unquestionably imply that 
had the bank incurred loss after McKenzie knew of the forgery, 
he would hare been liable — and he clearly was not their cus- 
tomer. 

The point does not appear to have been argued, and in none 
of the judgments is it referred to. Can it be that the House 
were under the impression that McKenzie was a customer. It 
is curious that in Ogilvie y. West Australian, &c., the Privy 
Council, at p. 268, say: ^?t ia obvious that the question of 
estoppel arising in these circumstances differs widely from the 
question, which was discussed in McKenzie v. the linen Bank 
and similar cases. The ground upon which the plea of estop- 
pel rested in these cases was the fact that the ctistomer being 
in the exclusive knowledge of the forgery, withheld that 
knowledge from the bank, until its chance of recovering from 
the forger had been materially prejudiced.'^ And it should be 
noted that Lord Watson was one of the Court both in Mc- 
Kenzie's and Ogilvie's cases. 

Both on this point and on the second. Barton v. the Lon- 
don and North Western By., 24, Q. B. D., 77, seems import- 
ant. There notice was received by the plaintiff from the Com- 
pany, stating that a transfer purporting to be executed by her 
had been lodged and that imless the Company heard to the 
contrary within a specified time, they would proceed to act upon 
it. She did not reply and the Company transferred the stock. 
The Court of Appeal held that she was in no way estopped from 
setting up that her signature was forged — ^Yet one might have 
supposed a duty was due from a stockholder to his company. 
In some of the Scotch cases quoted in McKenzie's case, the 
disregard of notice by itself was not treated as material. If 
received, such notice no doubt, fixes the recipient with notice 
that his name has been used buit the sender is hardly justified 
in treating silence as evidence both of receipt and acquies- 
cence. 

I think that in Swing's case, the Court put the effect of 
Wiedemann v. Walpole far too high. The Court of Appeal in 
that case was most careful to confine the rule to statements 
made in business letters between business men as to some past 
business transactions between the parties, the non-denial of 
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which might amount to an admission that the transaction was 
as represented. Admission though analogous to^ is distinct 
from estoppel. I want to deal with Swing's case in the next 
edition of my book on Banking Law^ and any help Mr. Holt 
or any other of your contributors would give me would be most 
gratefully received. Let me take this opportunity of thank- 
ing you for regularly sending me your Joubnal, which I find 
most useful and instructive and have quoted frequently. 

Yours faithfully, 

JOHN B. PAGET. 
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EDITORIAL NOTES 



The first bank failure since the incorporation of the 
Canadian Bankers' Association occurred at Yarmouth last 
month and the revelations are most regrettable and disgrace- 
ful. 
?"* *\h When the bank suspended pajrmenst, a 

curator was appointed by the President of the 
Association, in aooordance with the by-laws of that body. A 
local advisory board, oonsifiting of three branch m&nflgerB at 
Yarmouth^ h^ also been appoimted to aot in conjunotion wiiih 
the curator in looking cdFter the affairs of the wrecked institu- 
tion. The causes that led to a disaster which entails a loss 
upon the people of the county of Yarmouth, N.S., of fully 
half a million of dollais, were, when the bank closed its doors, 
qukkly exposed by the trained bank oflSciaLs, who, under the 
n«w condrtion of things, furnish all such information touching 
the affairs of a suspended bank as the Execuitive Council may 
(a) 
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require. Wihile the failure of the bank in question aSards no 
reason for GoyerniineDit in^peotion of our banks^ it is not amiss 
to look for any possible means of preventing a rocuirence of 
such a lamentable failure as that of the Bank of Yarmouth. 
Perhaps the bankero themselves may provide a prevenitative. 



The case of the Bank of Yarmouth furnishes another 
example of a bank manager being dominated by his cus- 
tomer. It is not the first instance of an old and ex- 
^^ perienced bank oflBcial wrecking the institu- 

Onftomer. ^^^^ entrusted to his keeping by yielding to 

the specious and plausible stories told by some 
customer^ whose account from being at first alarmingly large 
becomes at the last unmanageable. Then the dread of dis- 
closure of the true condition of things to shareholders makes 
the bank manager and his directors the easy prey of the un- 
scrupulous customer, and demands for more money wherewith to 
feed a bankrupt business become ceaseless. 

In the case of the Bank of Yarmouth, when the bank had 
been drained of its resources by the controlling customer, the 
latter died for lack of further nourishment, and his victim's 
name was added to the fortunately short list of failed Canadian 
chartered banks. As usual, when such a disaster as the wrecking 
of a bank inflames the public mind, all sorts of suggestions for 
preventing recurrence of trouble and loss are scattered broadcast 
throughout the coimtry. 

However, much as bankers may regret that things are as 
they are in the case of the Bank of Yarmouth, its fate may 
serve as a warning to others of the dangers arising from con- 
cealment of losses. 



It is gratifying to know thait while the information already 
gleaned about the affairs of the Bank of Yarmouth is a sicken- 
ing recital of the ruination of its shareholders, the curator is 

able to report that the circulation accounts of the 
^^^J^t , bank have not been tampered with. When the 

Failed Bulks. - ., -i . ji a 

failure was announced to the Association, state- 
ments of all the notes supplied to the Bank of Yarmouth by en- 
gravers for thirty years past were sent to the curator, and, upon 
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examination, he found the records of receipt of notes were 
correot and the amoomt outstanding properly shown. While 
it may be too early to regard this as an illustration of the strict 
Bupenrision maintained by the Canadian Bankers' Aseooiaition 
over the circulatdon of niobes of which each and erery memiber 
of the Associatiooi is a guaranfixn*, it may fairly be claimed thad 
the authorities at Ottawa aicrted veiy wisely when they gave to 
the bankers the supervision of the making of notee iuftended 
for eirciilation, the delivery thereof to the banks, and the in- 
spection of the disposition made by the banks of such noites. 



Applications to Parliament for extension of the time granted 
for organization of the new banks for which charters are 
obtained have been altogether too frequent, and it is gratifying 
Bank to note that the Minister of Finance has intimated 

cniartfln. to the promoters that, unless their reasons for 

desiring extension of time are very sound, he will, in future, 
oppose their applications. 



The Chicago Bankeb, in the course of some comments 
upon the annual reports issued by Canadian banks, says : 

"The stockholders of the diartered banks of Canada are 
0jp^^j^^j^ taken into the confidence of their directors in a 

and manner that might be well imitated by the direc- 

stockhoiden. tors of state and national banks and trust com- 
panies in the United States. The annual reports of these 
banks give to the stockholders, and through them to the general 
public, full information of their operations, in addition to the 
general statement of assets and liabilities and a profit and loss 
account.*' 

The reports given to the shareholders of our chartered banks 
are as a rule deserving of the praise bestowed upon them by our 
neighbours. At the same time, every member of the Canadian 
Bankers' Association must regret that instances, very few and 
far between, have been known which serve to shake public belief 
in the absolute accuracy of the statements submitted to share- 
holders. Possibly, when directors of banks and trust companies 
are selected solely for their character, ability and sense of duty, 
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and never for the reaBon that they possess the necessary quali- 
fication in a monetary way only^ every statement issued by a 
Canadian bank or a trust company will merit the complimentary 
remarks oC The Chicago Bakseb. 



The recent after-dinner addresses given at the Canada 
Club, Montreal, by Mr. C. M. Hays, upon " The Grand Trunk 
Pacific Eailway,'* and by Principal Peterson upon "The Univer- 
sity in a Commercial City,*' were made most in- 
y^f^g^^ teresting chiefly by reason of the special know- 

ledge possessed by the speakers of their subjects. 
The value of thorough acquaintanceship with the matter about 
which one is talking or writing is equally exemplified in an 
article on " Fire Waste, Fire Protection and Fire Insurance,'* 
b}' Mr. T. L. Morrisey, Resident-Manager for Canada of the 
Fnion Assurance Company of London, England. True 
knowledge is very valuable capital with which to set forth in 
life, and Mr. Morrisey possesses such a full fund of knowledge 
and experience of the subject of fire insurance that he is able 
to write in a forcible and most convincing way upon a matter 
of concern to every thoughtful Canadian. 

Hitherto too little attention has been bestowed upon the 
annual fire waste of Canada, and we fully deserve the subtle 
rebuke to our carelessness conveyed in the opening sentences 
of Mr. Morrise/s admirable and interesting article. 

There is a close bond of union between banking and in- 
surance, and readers of the Journal cannot do better than 
peruse with much attention an article from the pen of a writer 
who is admitted by his brethren to be one of the best fire 
underwriters in the Dominion of Canada. When a conserva- 
tive estimate places the value of property annually destroyed 
by fire in this country at ten million dollars, it is high time 
that the subject received grave consideration by bankers. 

The comments made by Mr. Morrisey upon the unreason- 
ableness of City Councils and Boards of Trade are trenchant 
but true. Insurance rates must always, as he states, be largely 
legulated by experience, in accordance with the principle of 
mutuality underlying all forms of insurance. 

Readers of the Journal cannot but welcome the addition 
of Mr. T. L. Morrisey to its staff of writers. 



BDITORIAL lg3 

As an illustration of the keenness for business displayed by 
our banking neighbours in the United States, the following story 
is now being circulated. At the annual meeting of a Bankers' 

Association in one of the Western States, the 
n Piyi to members, anxious to find some novel entertain- 
ment for their visiting brethren from New York 
and Boston, obtained permission from the sheriff for the bankers 
from the East to witness the hanging of a noted desperado. 

On the morning of the execution, the sheriff, with a proper 
sense of the importance of his guests, said to the condemned 
man, " There aint no desire to swing you off in any indecent 
haste, and if you'd like to say a few words to the gentlemen pre- 
sent, you can have three minutes.'* The victim of the law 
responded with a single sentence of invective and refusal of the 
sheriff's offer, and then one of the enterprising bankers from the 
East advanced to the front and said, *^ If the gentleman most 
concerned in the coming function does not wish to avail himself 
of the few minutes so kindly placed at his disposal by the 
sheriff of this county, I would like to take this opportunity of 
saying something to you about the advantages of doing business 
with the bank of which I am the vice-president." 



From time to time incidents occur in connection with inter- 
national loan negotiations on which it is profitable, and not lack- 
ing in amusement, to reflect. Kecently, it appears, France and 
An Germany have been competing for the privilege of 

ZnternatioBai lending a substantial sum to Turkey. But Tur- 
^1^^ key is not such an ideal borrower that a straight- 

forward struggle to secure the right to lend her 
money has the appearance of reasonableness. The placing of 
orders for guns is bound up with the loan. Financiers are a 
little ashamed to dispute over who shall lend money to a bor- 
rower on the verge of insolvency, but they can squabble over the 
placing of an order for warlike equipment. Yet all it amounts 
to is this, that each desires the privilege of supplying guns and 
taking in payment a promise to liquidate the account at some 
indefinite future date, interest being forthcoming on its amount 
in the meantime — perhaps. The fallacy of making employment 
appears here again. One wonders if equally easy credit to 
some of the citizens of the lending states might not evoke orders 
for native products affording equal employment for labour, and 
possibly superior prospect of getting paid for it. 
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The apparent growth of sentiment in favour of the operation 
of public service franchises by municipalities has led to the 
citation of British experience as a means of judging probable 

results in American cities. Naturally enough, 
ownenu^ ^^ advocates and opponents of municipalisa- 

tion both discover arguments in favour of 
their views in the results shown in Great Britain. Becent 
articles by Mr. Holt Schooling in Harper's Magazine 
bring out the point that the amounts placed to depreciation and 
renewals accounts by British towns operating gas, water^ elec- 
tricity, tramway, etc., plants, are, on the average, trifling. This 
point has been made much of by opponents of municipal opera- 
tion of public service franchises, and very properly so. There 
are, however, a good many things to be said in qualification of 
the statement that, judged by any reasonable business standard, 
the smallness of the depreciation funds implies that, in reality, 
the operations are being conducted at a loss. Among these 
may be named prominently the general inclusion in ordinary ex- 
penses of sinking fund charges on the loans which have pro- 
vided the equipment. A further point of no small importance 
in individual cases is that the supply of gas for street lighting 
at charges less than would be paid to a gas company disguises the 
real financial advantage or burden of a city in respect of a 
municipal lighting plant. 



Another mode of meeting the allegation that a business 
corporation would find it necessary to make far larger appro- 
priations for depreciation and renewals than municipalities com- 
Twm Another monly make is to compare directly the practice of 
Point of companies and municipalities. This has recentiy 

^^^' been done in the Economist, and with remarkable 

results. Comparing the tramway accounts for 1903-4 of four 
leading cities where the lines are publicly owned and operated 
with three cases where fairly large systems are run by companies, 
we find that Glasgow and Leeds, Liverpool and Manchester, ex- 
amples of public ownership, compare very favourably with 
Bristol, Dublin and the London United Tramways, cases of pri- 
vate ownership by companies. The expenditure on general 
repairs and maintenance was a larger percentage on capital for 
each of the municipal plants than for any of the private plants, 
averaging over double as much. The companies assigned almost 
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liothing to depreciation and repayment of capital in the year 
under consideration, the Bristol company charging a little over 
one per cent, to these accounts, the Dublin Company a good deal 
less than one per cent., and the London Company nothing. The 
municipalities, on the other hand, assigned amounts varying 
from a little over four to nearly twelve per cent, of capital ex- 
penditure to depreciation, renewals and repayment of capital. 
Thus the companies conspicuously neglect the very point on 
which is based unfavourable criticism of public management in 
comparison with the ideal of sound company management, while 
the cities have given this point a fair degree of attention. Other 
cities have fallen short of the standard set by the four largest, 
but the selection of company-managed systems having been de- 
termined by the track-mileage owned, the failure of the largest 
companies to attend to this important point offers no assurance 
that a necessary point of contrast between public and private 
ownership is found in the attention given by companies to 
charges neglected by municipalities. In spite of neglect of 
proper depreciation allowances, the companies paid dividends 
fully twice as great, reckoned as percentages on capital, as the 
amounts assigned by the cities to relief of taxation. The 
amounts thus paid out in dividends were reckoned on a capital- 
ization per mile of line which, for the companies, exceeded in 
every case the largest of the municipal figures, and which rose, 
in the case of the London Company, to about three times the 
cost per mile of the municipality-owned systems. It seems to 
be clear that, whatever be the errors of municipalisation as 
practised in Great Britain, company ownership offers no cer- 
tainty of relief from them. 



The same point is illustrated by the Electric Lighting Com- 
panies operating in London. The accounts of most of these are 
DOW available for 1904, and they show that, on a capital expen- 

diture of nearly £10,000,000, the reserve, deprecia- 

AnHUftr ^^^^^ ®*^*> ^f^^^ ^^^e assign^ only about £207,000 

in the year 1904, and £166,000 in 1903. These 
amounts are about 40 per cent, of what was paid in dividends on 
preference and ordinary stocks. If municipalities are in the 
habit of making inadequate provision for renewal of industrial 
plant owned and operated by them, the companies cannot be said 
to be imanimous in showing a more excellent way. 
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Commissioner Garfield's report on the so-called Beef Trust 
has disappointed those who believed that to publish the facts 
relating to such organisations would provide a weapon for 
W-- attacking and destroying them. A profit of 

j^^ 'VM** barely a dollar on each animal killed, even if in- 
creased to a dollar and a half by car mileage and 
other revenues not immediately derived from the killing and 
packing of beef, does not account for any large part of the price 
of the dressed beef produced, which exceeds 600 lbs. weight per 
animal. If the Commissioner's figures are to be taken as com- 
plete and accurate, we must look elsewhere than to exorbitant 
profits of packing companies to find the reason of the rise in 
beef prices. It is hard to believe that independent operators, 
with moderate-sized businesses, in competition with each other, 
would be driven to accept a remuneration less than a dollar per 
head of cattle handled. The investigation covered plants 
handling just over two millions of cattle yearly. At a dollar 
and a half per head, we have three million dollars of profit. The 
total capitalization of the companies is not given in the report, 
or has been cut out in preparing it for newspaper readers. The 
Swift Company, however, is mentioned as having 35 millions 
of stock and 5 millions in bonds. By the time the capital of 
the Armour and other companies covered is added to this, the 
three millions of profit will provide but a meagre dividend. Are 
the figures trustworthy ? 



It is somewhat startling to find a staff writer to the Times 
suggesting that the enormous gold reserves of the Russian Im- 
perial Bank are ^^ a colossal Humbert safe." Tfo less strange 

is the resulting invitation to the Times to verify 
A startung ^j^^ reality of the store of treasure. One cannot 
uggM on. ^^ surprised that the task of inspecting the 450 
millions of dollars worth of coin and bullion held, according to 
published accounts, by the bank, has been declined by the news- 
paper. That is a task not to be lightly undertaken. It is not 
easy to see what other reply could have been made by the Russian 
authorities to the suggestions of the Times. For those sugges- 
tions are serious in the highest degree. The argument offered 
in connection with them lacks convincing power. Yet one 
hesitates to believe that so eminent a newspaper would permit 
so serious an allegation to go forth in its name unless some 
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cogent reasoDB exist for supposing it to represent actual fact. 
As matters standi the world has to choose between trusting the 
officers of a great fiduciary institution and crediting the some- 
what indefinite suggestions of a newspaper critic. 



Attention is directed to the status of the Imperial Bank of 
Bussia for other reasons than that referred to above. In financ- 
ing the war, the common recourse of governments^ infiation of 
Btuaian fiduciary paper circulation^ was regarded as likely 

ymi}B ^ ^ employed. In fact, the notes in circulation 

jijjij^ have increased, between the first week in February 

Cixcniatton. of 1904 and the corresponding date this year, by 
156 million dollars, the total at the latter date being very nearly 
460 million dollars. This increase by one-half in the year, 
after a period of very leisurely growth in the four preceding 
years, is significant. It is true that the gold reserve recorded 
has increased in the same interval by some 75 million dollars, 
reaching nearly 457 millions at the beginning of February last. 
Thus the increase of circulation, in excess of the increase of 
reserve, has been only some 80 million dollars. This is nearly 
four times the corresponding increase in the case of the Bank 
of Japan. The Japanese note-circulation has increased by less 
than one-fourth, while the Bussian has increased one-half. The 
former, moreover, has, in the course of the year, fallen below 
the initial level, while the latter has. manifested an almost con- 
tinuous interest throughout the interval. 

The Bussian note-circulation reached its lowest level since 
the monetary reform at the beginning of the year 1900. It 
then stood at about 253 million dollars, with a gold reserve of 
430 millions. Though the reserve has, since then, been a hun- 
dred millions less than this last figure, the contrast between the 
increase in circulation and that in reserve is not to be over- 
looked. As to possible further expansion of the circulation, the 
latest figures are the highest since the beginning of 1898. The 
data for 1896 show circulation in excess of 800 millions of 
dollars, and a gold reserve not much different, on the average, 
from that of 1904. The rate of exchange on London was 
substantially the same in the middle of 1896 as it is at the pre- 
sent time. This seems to suggest that a good deal of substitu- 
tion of paper for gold in the Russian circulation might be 
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possible without risking depreciation of the exchange value of 
the rouble, unless the seven years' experience of a mixed cur- 
rency of coin and notes has disinclined the people to employ 
notes as freely as formerly. 



The Japanese Grovemment, in spite of the overwhelming 
importance of affairs connected with the war, has been devoting 
attention during the past year to the reform of the Formosan 
Onrrvnoy currency. The miscellaneous silver coins, in cir- 

Ejftnum In culation in the island before the Japanese occupa- 

PormoM. HoUy were demonetised as soon as the new govern- 

ment was established, Japanese silver coins and bank-notes being 
intended to take their place. In July. 1898, the unlimited cir- 
culation of silver one-yen pieces was authorized, but their gold 
value varied according to the fluctuations of exchange, and the 
current value was determined by official notification from time 
to time. The Bank of Formosa, which began business in Sep- 
tember, 1899, has note-issuing privileges, its notes having at 
first been convertible into silver one-yen pieces. The increase 
of the note circulation, and the development of trade, prepared 
the way for a change, and on July Ist, 1904, the issue of notes 
convertible into gold was begun. The old notes are convertible 
into gold, or into the new gold-notes, at the current value of 
silver one-yen pieces, determined as stated above. Thus the 
gradual replacement of the silver-notes by gold-notes is antici- 
pated. The production of gold in the island is estimated to be 
sufficient to ensure the maintenance of an adequate reserve of 
specie to support the new system. 



The Boyal Commission which, for three years past, has been 
inquiring into the coal supplies of the United Kingdom, pre- 
sented its final report in January. Though the detail of some 

part of the evidence on which the report is based 
^f omT^^ is not yet issued, the conclusions and recommenda- 
tions are before us, and these are what the public 
cares for more than the reasons which justify the report. The 
estimated quantity of coal remaining available is given as about 
100,000 million tons. The annual output at the present time 
being about 230 million tons, the exhaustion of the supplies may 
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be regarded as not precisely imminent. Yet the shallower 
collieries are approaching exhaustion. Some districts seem likely 
not to be able to enlarge their output greatly in the future^ and 
the Commissioners look for a slackening of the rate of increase 
of the annual output in the near f utilre. Later, they f orsee a 
period of stationary output, to be followed by a decline. Thus, 
though their large figure of unexhausted and available resources 
is a cheerful feature of the report, tbeir investigators have done 
nothing to modify the opinion of previous careful students, that 
such industrial prosperity as depends on a rapidly growing pro- 
duction of coal cannot be permanent. 

The strange feature of the estimate of resources is that it 
is greater by about one-tenth of itself than the corresponding 
estimate of the Commission which reported in 1871, and this 
in spite of the fact that there have been raised in the intervening 
years some 5,700 million tons, and that in working this a good 
deal of waste has occurred, so that it would not be an exaggeration 
to say that 7,000 million tons have been taken from available 
resources. The explanation of the apparent contradiction is 
that greater knowledge is possessed as to the existing coal de- 
posits now than was available 35 years ago. Further, in coal- 
fields not yet proved a supply of some 40,000 million tons is 
estimated to exist, and, in addition to this, some workable coal 
may be counted on at depths greater than the 4,000 feet within 
which the amounts previously named as estimated to lie. 
Before it becomes profitable to work coal at depths greater than 
this limit, the value of coal will need to rise substantially, that 
is to say, the supplies which can be cheaply worked will have 
shown marked signs of exhaustion. 

Not less important than the extent of unworked resources 
is the question of economical use of existing resources, into 
which the Commission inquired with great care. It was given 
in evidence that the use of improved appliances and methods 
would enable the work actually done by the consumption of coal 
at the present time to be effected with a saving of from one- 
fourth to one-third of the amount used. Increasing cost of 
coal may thus not mean an equivalent increase in the cost of the 
work done by coal. Probably the economies will only be intro- 
duced as the rise in coal prices compels their adoption. On 
the important question of coal exports and the coal tax the re- 
port says that "there seems no present necessity to restrict 
artificially the export of coal in order to conserve it for our home 
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Bupply." The supplies of coal for the navy are not a great deal 
nearer exhaustion than those of the country at large. The 
estimated resources of first-class Welsh steam coal are nearly 
4^000 million tons, while the present output is some 18 million 
tons. No measure for the conservation of these supplies for 
national purposes is recommended. 



The address of Governor Matsuo at the semi-annual meet- 
ing of the shareholders of the Bank of Japan is of such an in- 
teresting character that its publication in these pages ought to 

be pleasing to members of the Canadian Bankers' 
**"" Association. The bank is a big institution, with 

capital and reserve fund amounting to 47,000,000 
yen. Possibly the most interesting item to be found in the 
balance sheet, issued with the address, is a loan of 116,000,000 
}en to the Government. 

The modest reference by Governor Matsuo to the solidity 
of the people's resources and to their patriotic spirit is worthy 
of a nation upon which the eyes of the world are now fixed in 
admiration. Equally admirable is the quiet expression of the 
Japanese banker's belief that his country may continue to pro- 
secute the struggle with Bussia ^^ without anxiety as to ways and 
means.'' 

Too much praise cannot be lavished by the bankers of other 
countries upon their colleagues in the Orient. The Bank of 
Japan congratulates its shareholders that even during the pro- 
secution of a titanic war the currency of the country has been 
kept on a firm foundation, and we also find in the address of 
the Grovemor of this great institution that owing to the navy 
of Japan having obtained command of the sea in the early period 
of the fighting, the people at home in wonderful Japan "re- 
mained undisturbed while the war was going on, pursuing 
diligently their productive enterprises." 

A brave, industrious and modest people have been shewn 
io an admiring world in their true character by the great war 
now raging in Manchuria. Kipling may claim that in the 
country east of Suez 

" There aint no ten commandments," 

but when the Governor of the Bank of Japan concludes his 
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address to the shareholders by expressing his belief that the whole 
nation, with ever united strength and fortitude, will continue 
^' to develope a spirit of endurance/' we feel assured that he has 
good grounds for his faith, and also that, without the ^^ ten com- 
mandments,*' the affairs of his bank will be conducted wisely 
and well. 



In another column of the Joubnal will be found an extract 
from a recent number of " The Financier/' the leading banking 
newspaper of New York. For reasons why certain banks do 
4dT6rtiiiiiff ^^* increase in size, strength and importance, the 
and writer of " Why Banks go Backward '' gives iUus- 

Banidiiff. trations which may apply elsewhere than in the 

United States, where the competition is of such strenuous 
fashion that no banker, it is said, can afford to neglect any op- 
portunity of canvassing for business. 



Attention has been frequently called, of late, to the keen 
competition for deposits and business by banks and trust com- 
panies in the big cities of the United States, and much criticism 
n^^fc. of the modem methods of obtaining deposits is in- 

Aooieiitaiui dulged in. Many of the advertisements setting 
Modam. forth the advantages to be derived from entrust- 

ing spare dollars to some particular bank actually rival the lurid 
posters of the circus proprietor, the interior of whose tents never 
contain all of the attractive features represented in rainbow 
colours on the outside of the canvas. Possibly, nonconformity 
with the modem way of doing business with the public may 
mean failure to acquire a fair share of deposits. Yet many 
bankers must regret that things are as they are. It may not be 
necessary to quarrel, in these times of strenuous competition, 
with the activity displayed by the banker of the period who be- 
lieves in advertizing; but it is diflBcult to become accustomed or 
at least reconciled to having banking inducements set forth on 
a highly coloured card accompanied by an order for a quarter 
chest of tea or a flitch of bacon. 
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In conformiiy with a decree issued by President liian, gold 
is to be established as the unit of value in Mexico on May 1st. 
By making effective its new monetary system, the Republic of 

Mexico falls into line with the leading countries 
itaLoo in ^f tjj3 ^Qj,!^ « rpj^g Financier '' (N.Y.), refer- 

ring to the adoption of the gold standard by 
Mexico, says: — 

" Provision is made for a theoretical gold dollar of about 
half the weight of the United States gold coin of that denomina- 
tion; the free coinage of the silver peso will be suspended on 
April 16th; a new peso will thereafter be coined for domestic 
circulation, and the old Mexican dollar will, when it shall be 
imported, be received only at its bullion value of about fifty 
cents in terms of gold. The monetary law, which has been 
enacted by the Mexican congress, provides for a reserve fund of 
from 10 to 15 millions of dollars gold to be maintained for the 
purpose of preserving the parity of exchange between Mexico and 
other commercial nations. Through the provisions of this law 
there will thus be carried into execution the agreement made 
by Mexico as the result of the negotiations undertaken by the 
commission which was appointed by the United States Govern- 
ment two years ago with the object of securing uniformity in 
exchange between gold and silver using coimtries. 

Two important features are embodied in this monetary law, 
one of which is the suspension of free coinage of the silver peso 
or dollar and the other is the establishment of the ratio of thirty- 
two of silver to one of gold through the reduction in the weight 
of the gold unit by one-half that of the United States unit. The 
Japanese Government was the first to eflEect reformation of its 
currency upon the basis of this ratio, at the same time suspend- 
ing the free coinage of silver ; the monetary system of the Philip- 
pine Islands was similarly organized, and, with the exception 
of China, which has no system, all Asiatic and Far Eastern 
countries now practically have the same ratio and exchange 
basis/* 



THE HISTORY OP CANADIAN" CUERENCY, BANKING 

AND EXCHANGE. 

THE PASSING OF THE UPPER CANADA AND COMMERCIAL BANKS.* 

T^EW passages in Caiiadiaii finanteial history are more irtstruc- 
-*■ tive, if not altogether encouraging, than that connected 
with the failure, in the later sixtiies, of two of the three great 
Canadian banks of the first half of the nineteenth century. 
The Bank of Montreal, th-e Bank of Tipper Canada, and the Com- 
mercial Bank had long divided between them the honours of 
the Canadian financial wor'ld, buit the Bank of Montreal was the 
cnly one which survived the disastrous eflEects of overconfidence 
and inflation boom of the speculativ-e fevers of th'C fifties and 
sixties. 

Before 1866 no Canadian bank oi impoufcance had failed. 
In contrast with iihe numerous failures in the TTnited Sifcates, 
this fact became, with increasing pride, the boast of every 
Canadian who had occasion to speak of his country^s banking 
institutions or financial history. In time the general self-com- 
placency based on the superiority of the Canadian banks bred, 
first in the public and, by reflection, in the management of the 
banks themselves, a conviction that ithe larger banks were 
immune from the weaknesses and defects of ordinary human in- 
sHitutdons. Even when this somnolent sense of security had 
led to the complete undermining of the most conspicuous of the 
banks, the boasting only grew the louder, there being a steady 
increase of the pride which goeth before a fall. 



♦Chief sources: — 

First Report of the Financial and Departmental Commission, May 

1st, 1863. 
Report and Proceedings of Committee on Banking and Currency; 

Toronto, 1859. 
Papers relative to the Transfer of the Provincial Accounts from 

the Bank of Upper Canada to the Bank of Montreal ; 1864. 
The Glole; Toronto, 1852-09. 
The Leader; Toronto. 1860-68. 
The Montreal Witneat ; Monthly Financial Review, ♦SeO^. 
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The eleivation of tone which characterized the BaoJc of 
Upper Cantada while haafaenmg to destrnctiaD^ dated from 1850^ 
ivhen it became onioe more the Goyemment Baoik. The dan- 
geroiiB sense of superior importance was imparted to the Com- 
mercial Bank through its connection with some of the great 
railroad enterpnses of the country. In the caae of bolth banks, 
business transactions whdch would hare been narrowly scrut- 
inised where they involved merely hundreds or a few thousands, 
were passed without the unseemly disrespect of a close inquiry 
where they involved scores or hundreds of thousands. As the 
uncritical self-confidence of the Bank of Upper Canada was the 
more absolute, so its fall was the more disastrous and its ruin 
the more complete. 

The atmosphere of political intrigue and favouritism in 
which the manegoment and leading directors of the Bank of 
Upper Canada moved, had much to do with the departure of the 
bank from sound financial principles in the chanacter of its in- 
vestmients and the granting of discounts. The opportunities 
for achieving rich'es by speedy and apparently certain methods, 
in railroad, produce and land speculations on a large scale, were 
quite new to Canada. For several years iifiter 1850 everyone 
who ventured seemed to win, the conditions being such as to 
deceive even the elect. Small business came to be despised by 
the larger banks, and espcially by the Bank of Upper Canada — 
the Government agent and the centre of >Hhose who had acquired 
the Midas touch. Loans of $100,000 to individuals, and of 
$600,000 to railroads were the order of the day, and appeaired 
to be amply justified, for was not the bank doing a wonderful 
business and making enormous profits, paying in one year, be- 
tween dividend and bonus, as high as twenty per cent? The 
branch managers naturally followed the pace set by the direc- 
tors, several of them taking a hand in the universal speculation 
end, directly or indirectly, using the funds of the bank to bajck 
their ventures. Only when the inevitable reaction was well 
under way did the Tas«h adventures of the period appear to their 
victims in their true light. 

When, in 1850, the Government accounts were transferred 
to the Bank of Upper Canada exclusively, the bank was to re- 
ceive payments for the Government throughout the country, 
and to pay the Government cheques at its several agencies. It 
was to furnish the Government with exchange on London at the 
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most favourable rates aflEorded to the public, and to provide it 
veith accommodation in advance, to the extent of fifty thousand 
pounds, at the usual nute of six per cent, per annum. 

For a time the Government madje consideralble use of the 
privilege of obtaining odvances from the bank, particularly in 
securing exchanges to meet payments of interest on Govern- 
ment securities held in London. But during ithe period of 
imusual prosperity which shortly followed this agreement, the 
Govemmenit, instead of requiring accommodation from the 
bank, found itself in possession of increasing surpluses. In 
1854 Mr. Bidout, manager of the bank, stated that the average 
weekly balance of the Government in the hands of the bank 
during the previous year amounted to £182,381, and from April 
to October, 1864, it amounted to £210,056. 

The question as tto the wiadom or necessity of depositing 
all the public money in one bank was raised in the Assembly by 
Messrs Holton and Galt^ who moved, '^ That it is inexpedient to 
eoniinue the preseiut system of depositing all public money, as 
received, in one bank.'' Mr. Holton, in support of his motion, 
said (that Boards of Trade in general were opposed to the sys- 
tem. The larger imports of the year taking place in the early 
summer, led to the payment of duties on a large scale at that 
time of the year, with the result .that the gold and general funds 
of the other banks were largely transferred to the Bank of 
Upper Canada. He pointed out that on April 12th of that year 
ithe Bank of Upper Canada had on hiand, not bearing interest, 
£111,000. In June the amount had increased to £462,000, and 
in July to £492,000. Sucih a lying up of funds operated to the 
disadvantage of the business of the country, while it represented 
an extensive loss of interest to the Government and an unneees* 
sary risk in having all the public funds in one bank. Mr. 
Cayley, then Minister of Finance and a special friend of the 
Bank of Upper Canada, attempted to defend the system on the 
double ground of the bao:gain of the Government witli the bank, 
and the necessity for the bank being in a position to meet sud- 
den and large demands upon it by the Government. However, 
a committee was appointed to inquire into the question of the 
deposit of public moneys. 

In November, 1854, Mr. Cayley explained the future policy 
of the Government with reference to the banks. To meet the 
complaints regarding a monopoly of the Customs duties by one 
(b) 
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bank at special seasons of the year, it was proposed to give in- 
structions to the Custom ECoose officers to receive^ in payment 
of duties^ bank certificates of deposit bearing three per cent, 
interest^ at thirty and sixty days. This would also meet the 
ether objection that the Govemmenit had large funds in the 
Bank of Upper Canada not bearing interest. It was proposed 
also to place the Govemment balance at the disposal of the 
banks at three per cen/L initerest, on condition of their deposit- 
ing with the Grovernment municipal debentures, conneoted with 
the Municipal Loan Fund, to the extent of the loan received, 
the funds to be withdrawn ait six, nine, or twelve mionths' notice, 
as arranged. These proposals, however, do not appear to have 
been acted upon to any great extent, and certainly did not pre- 
\ent increasing sums of public mroney from being left on de- 
posit with the Bank of Upper Canada. 

SimuJitaneously wiith these unusual accumulations came the 
first great railroad development of the Province, stimulated by 
liberal government grants, and the expansion of municipal ex- 
penditure and indebtedness under the encouragement of the 
Municipal Loan Fund. The Bank of Upper Canada, as the 
Government Bank, an.d with entirely unwonted quantities of 
cash on hand, \^ias no longer oonten«t with the old lines of modest 
and varied traders* discounts. It blossomed out into a new 
field of high finance, suippl3ring thousands by the score to rail- 
way magnates and municipal councils. The Government 
evidently encoupaged the bank in extensively assisting the rail- 
roads. Before long the bank had advanced on railway securities 
as much as three hundred and fifty thousand pounds. 

The bank also furnished considerable sums to parties en- 
gaged in land speculartion and certain large milling enterprises, 
both of them generated by the very unusual prioes obtained for 
wheat and fiour during the period of the Crimean war. 

As time passed, the arrangement wihich Mr. Hincks had 
made with the Bank of Upper Canada became completely re- 
versed. Instead of the bank assisting the Government to tide 
over periods of shortness of funds, the Govemflnent gradually 
found itself to a larger aiod larger extent carrying the bank. 
When the speculative reaction set in and the stringency of 1857 
began to develop, the bank gradually realized that some of its 
jnost extensive elastomers were not able to meet their engage- 



\u 
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mente, that in fact the benJc had either to support them or pre- 
cipi<tate a crisis disastrous to itself. The bank being unajble to 
obtain a return of its advances from its larger otustomers, the 
Grovemmenit urns unable to command, its balance in the bands 
of the bank. The crisis of 1857-8 fiiBt plainly revealed to the 
bank and the Government where they stood with ref ereece to 
each other^ although the full extent of the bank^s losses wcus not 
realized for some years. To have applied pressure in any par- 
ticular quarter at the time of the crisis would simply have pre- 
cipita(ted bankruptcy and general panic. Thus, while moare or 
h 6s conscious of their mistakes^ the Oovemment and the bank 
simply suspended action^ hopdng for a favourable turn of trade 
and the ultimate recovery by the bank of a command of its 
funds. 

In the oourse of several (tihree-comered dealings between 
the Government^ the Grand Trunk BaQ/way and the Bank of 
Upper Canada^ oedain obligadions were created, the ultimate 
responsibility for which came to be pratraebed matterB of dis- 
piute between the parties. The chief item of this kind was a 
ball of exchange on London for £100,000 sterling, or $486,666, 
which was draiwn by the Grand Trunk EaUway, of which Hon. 
John Eoss was then president, in favour of the president of the 
Bank of TTppeir Oanadia, and which was sold to the Oanadien 
Govemtment in June, 1859. It was thaugfait that this was 
simply a device to enable the Govermnent to lend temporary 
assistance to the Bank of Upper Canada. However, the biU 
w«is not paid by the Grand Trunk, nor were others which took 
its place, until, at the end of three years, the last bill in the 
eeriee was finally dishoinoiured. The Government held that the 
benk was responsible for the amount, which the bank denied. 

Another disputed daim was that for £61,990, wthich the 
bank held the Government ought to meet, since, in 1857, at the 
request of the Beoeiver-General, Hon. J. C. Morrison, the Bank 
of Upper Canada had transferred to the credit o»f the Province 
that sum, which the Government had advanced on deposit to 
the Zimmerman Bank. In return the Bank of Upper Canada 
had taken over certain lands and other securities belonging to 
the Zimmerman estate, but which were not likely to cover this 
debt. Hence the bank wished the Government to be resoon- 
sible for any loss connected with the affair. The details of 
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these tranfiactioBS are eomewhat mvolved, but ihej display, as 
in many other oases, a remarkaUlB laxity in the administration 
ct i^e Gkyvemimenf s finanoes. 

After Mr. Gait became Finance Minister in 1858, he ap- 
parcntly made some verbal anangement with tihe bank to main- 
tain a certain balance in its hands. Mr. Oayley, w7ho preoedjed 
Mr. Gkdt as Finance Minister, was, in 1860, o£5cially connected 
witih the Bank of Upper Canada, and dajmed that there was an 
axiangement with the Gcvemmenit that a miniTmim balance of 
$600,000 shonid be onaintained wilfh the bank. This Mr. Gait 
denied, saying that the proposed arrangement had not been 
accepted by the GoverDmeoit At the same time, Mr. Gait 
afterwards admitted, before the Financial CommiBsion of 1863, 
that, with reference to the Bank of Upper Canada, ^^ the nnf or- 
tunate position in which that institution stood, rendered it for 
nearly the first three yeairs after my acceptance of office, de^ 
pendent npon the coniree adopted towards it by the Govern- 
ment A letter from Gait to Eidout, the manager of the 
bank, in February, 1861, shows that the Minister of Finance 
was quite concermed at the position into which the bank had 
drifted. He motes thatb the bank is now suffering from the 
withdrawal of public coooufidence, its weakened position being 
reflected in the returns. The position of the Provincial aiooount 
has also caused embarrassment to the Government, as it is un- 
able ibo draw upon the large balance in its favour. The time 
has come, therefore, when the Government must obtain a full 
explanation of the positioin of the bank, in order that it may 
judge of its future polipv with reference to it. From the 
evidence whidh was furnished by the bank, Mr. Gait came to the 
conclusion that it might yet be eaved. But this would require 
a leorganization of its management. To permit of this it was 
necessary that the Government should not attempt to withdraw 
its balance at that time. It did insist^ however, on a change in 
the management of the bank. Tbus we find that in 1861 Mr. 
Thomas Bidout ceased to be manager of the Bank of Upper 
Canada, and Mr. Bobert Oassels^ of the Quebec branch of the 
Bank of Brirtdsh North America, took his place. Mr. Cassds 
certainly did all that was possible, under the circumstances, to 
save the institution from bankrupfccy, but the task proved to 
have been an impossible one from the beginning. On the basis 
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of infomuukioii funnshed by the bank, Mr. GasseLs mftintained 
that tihere bad been a definite arrangemieiit, though not reduced 
ic a formal agreemenit, that the GovermneDib balance in the 
hands of the bank should not be less than from $800,000 ibo 
$1,000,000. Even so, Mr. Cassels fonnd himself forced to 
apply to Mr. Gait for addiftional Goivemment assistance to help 
the izHstiitutkm out, as it was then in a very precarious condittion, 
being in discredit both at New York and Looidon. Tbe Finance 
Minister came to the rescue of the bank, in order, as he said, 
to '^ re-establish its credit and relieve the G^vemmenft and the 
country from azudety and alarm.'' The assistance ejsked for 
was an increase^ on the amount deposited by the Oovenrment, 
of at least £120,000 stg., and an additional credit in London of 
£80,000 stg., in orders enable the bank to continue to perform 
the function of fiscal agent of the Oovemanent. At the time 
of this requeat the balance in the bank at the credit of the 
Govammentt was $1,176,925. In his letter to Mr. Cassels, Mr. 
Gait said that the Govermnent w^ould consider the application 
favourably, on the bank's showing that there was security for 
the advance, and in the meantime the (Jovemment balance with 
the bank would not be reduced below $1,200,000. 

In May, 1862, the Coalition Government, under Cartier and 
Macdonald, was defeated, and the Reformers came into power. 
Mr. Cassels wirote to Mr. Morris, the new Beoeiver-General, that 
the understanding between the late Government and the bank 
was tiiiaft the current balance at the credit of the Government 
should be maintained at about $1,200,000, and urging him not 
to reduce the amount below that sum. If, however, they should 
find it absolutely necessary to reduce the balance, it should be 
drawn out very gradually and in the ordinaiy coarse of payment. 
2^0 change in the relations of the Government and the bank 
appears to have taken place tiU the latter part of 1863, when 
the Govemanemt entered upon new anangements as to its fiscal 
agent. 

Having thrown some light upon the relations of the bank 
and the Gkyvemment down to 1863, though at the time theae 
facts were carefully maintained as state secrets, we must now 
go back to trace the ouitward movements of the bank as it faced 
the general public. Knowing, however, what was going on 
behind the. scenes, the record will be the more interesting. 
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Ab already indicated^ the Bank of Upper Caruada was to a 
{greater extent than moat of the other banks connected with the 
extensive speculation in land carried on throughout western 
Canada^ now western Ontario. In the latest forms of their 
dharteis^ the banks were permitted to hold land as collaiteral 
security for their discounts. As was pointed out by the officials 
of the British Treasury^ these amended charters gave to the 
Canadian banks the opportunity to lend money on what was in 
the end nothing else than security on land. TVie Oanadian 
authorities, however, declined to take the warning, and for once 
the British oritics were justified in their prediction as to the 
consequences. The Bank of TTpper Ganada in particular ad- 
vamoed large sums on what was virtoally land security. Hence, 
when the boom collapsed, they found themselves with great 
quantities of wild lands on their hands for whioh they could find 
little or no sale. The funds of the Bank were thus tied up, 
iTfe proper function a? a bank was paralyzed, and in the end it 
lost the grealter part of its advances. 

In the report of the Special Commitee of the Legislature 
on banking and currency, in 1859, the evidence of the manage- 
ment of the Bank of Upper Canada refers in particidar to ex- 
cessive speculation in land, and the many projects for new 
tillages and towns which were being started all over the country, 
causing bank accommodation to be extended to its utmost 
bmits. The bank also dwells with a certain fullness of know- 
ledge, of which, however, it is not at all boastful, on the effects 
of the large expenditures on railways and public works, between 
1852 and 1856, which, however, had dwindled away in 1857, 
and ceased almost entirely in 1858. As to possible remedies, 
it held that nothing was open to the Legislature beyond insur- 
ing a sound banking system and a sound currency. One can 
fancy that, however, sedative this advice might be for the 
general public, it could hardly convey much light or leading to 
a Government which was just then endeavouring to discover 
whether its treasury department controlled the bank or the 
bank controlled the Treasury. 

As already pointed out in another connection, the crisis 
of 1857-8 was very considerably aggravated from the fact that, 
though the country had a fair crop, it could not be brought to 
market for lack of banking accommodation. Gradually some 
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fiiispicion of the paralysis which had overtaken the Bank of 
Upper Canada began to get abroad. Though the general de- 
sire for self-protection induced the larger banks and the 
Government, and through them the newspapers, to either deny 
or at least minimize the seriousness of its position, yet it was 
evident that in some way the crisis of 1857-8 had left the Bank 
of Upper Canada in a more critical condition than several of 
the other banks, which were showing signs of having safely 
veathered the storm. 

The annual report of the Bank of Upper Canada in June, 
1869, did not give the public much light on the situation. It 
made no reference to the relations of the bank to the Govern- 
ment and the Grand Trunk, but stated that many of the cus- 
tomers of the bank were "connected with agriculture and the 
milling interests," and found some diflSculty in meeting their 
engagements promptly, nor was there much prospect of im- 
provement so long as tho depre-^^ion continued. " Connected 
with agriculture " is, of course, a euphemism for land and grain 
speculations, and had no reference to ordinary farming. The 
report does state, however, that the amount of $220,000 set 
apart in June, 1858, to cover bad debts, is now supplemented 
by a further devotion of $400,000 to the same purpose, the re- 
serve account being still credited with $156,393. 

The leading papers of Western Canada at least still sup- 
ported the Bank of Upper Canada, maintaining that, notwith- 
standing the losses which, along with the other banks, it had 
lately sustained, it was still a sound institution. In the light 
of subsequent revelations, however, it was evident that Mr. 
Gait, in attempting to reconstruct the Canadian system of bank- 
ing, had the Bank of Upper Canada more particularly in view 
when he urged, as the chief reason in favour of his plan for a 
Grovemment Bank of Issue, the latent danger and general lack 
of security for the public which characterized the existing 
system of banking. 

While Mr. Galf s plan for a bank of issue was under dis- 
cussion, several vague charges against the management and 
security of the Bank of Upper Canada had been made in some 
of the eastern papers, and had given rise to feelings of uneasi- 
ness among stockholders who had never before taken a practical 
interest in the management of the bank. In consequence. 
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much interest was manifested in the annual meeting of June, 
1860^ and the attendance of stockholders was nnnsnally large. 

"No doubt it is poor policy for a bank in distress, so long as 
there is any reasonable hope of recovery, to encourage the ap- 
prehensions of the public as to its soundness. The Hon. 
William Proudfoot, president of the Bank of Upper Canada, 
certainly endeavoured to make the best of the situation before 
him. He referred to the general recovery of the coimtry from 
Ihe recent depression in trade and the bright prospects for the 
future. The bank, he represented, as having suffered no 
additional losses during the past year. This was, no doubt, 
fairly correct in the sense that the steadily declining value of 
assets was due to investments and speculations made in previous 
years. But whatever comfort might be gathered from the 
adroit wording of his report, the unpleasant fact had to be faced 
that the $400,000 voted the previous year to cover losses had 
not only been swallowed up, but a further sum of $294,000 was 
required to meet additional losses, and it was vaguely admitted 
that others might residt when things came to be fully straight- 
ened out. The shareholders were reassured, however, with the 
promise of two half-yearly dividends of three per cent., the 
surplus earnings to be devoted to the profit and loss account. 
The president also explained that, on the one hand, it was still 
necessary to extend forbearance to parties indebted to the bank, 
while, on the other, it was impossible to dispose of the real 
estate, in which part of the funds of the institution were at the 
time locked up. An oflBcial report of the affairs of the bank 
to date was submitted to the stockholders, which, on paper at 
least, proved beyond question that the institution was in a per- 
fectly sound position. 

Mr. George Munro, in moving the adoption of the report, 
sought to create a diversion and to remove the apprehensions 
of the shareholders by entertaining them with a reminiscent 
sketch of the earlier and happier days of the bank and of past 
diflBculties triumphantly overcome. These smooth and reason- 
able statements from the management of the bank would doubt- 
less have satisfied the great majority of the shareholders, but 
there are apt to be unreasonable individuals in every company, 
and even the Bank of Upper Canada was not without its 
troublers. The particular thorn in the side of the institution 
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at this time appeared in the shape of a Mr. J. H. Hopkins, who 
had been agent of the bank in Lindsay^ and who, for one reason 
or another, had been giving the public the benefit of his know- 
ledge of the affairs of the bank. The President affected to 
make light of Mr. Hopkins' newspaper charges, attributing 
them entirely to personal animus on account of his having been 
dismissed from his position, owing, it was claimed, to some 
irregularities in his accounts. But, whatever may have been 
the motives of Mr. Hopkins, or however inaccurate his know- 
ledge as to the details of the bank's embarrassment, his revela- 
tions and charges were more than sustained in the course of 
events. 

In April, preceding the annual meeting of 1860, Mr. Hop- 
kins had presented a petition to the Legislature calling for a 
complete examination of the affairs of the Bank of TTpper 
Canada. But since it would have been quite as awkward for 
the Government as for the bank to have undertaken such an 
investigation, his petition was entirely ignored. Mr. Hopkins, 
being apparently a shareholder of the bank, was present at the 
annual meeting, and somewhat disturbed the harmony of the 
proceedings by insisting upon making an explanation in defence 
of his charges. He went to the root of the question at once 
by proclaiming that the bank had forfeited its charter, because 
it did not possess the necessary public securities to the extent 
of one-tenth of its capital. The President tried to meet this 
charge by declaring tiiat such was not a matter for the con- 
sideration of the shareholders but only for the Qovemment. 
Mr. Hopkins further claimed that their specie on hand was 
much below the safety limit, and pointed out that in their 
report they had lumped together bills, notes discounted and 
other debte due to the bank, all taken at their full face value, 
to form aggregate assets of $8,396,644, which, he maintained, 
they knew very well could never be realized. Several in- 
effectual efforts were made to check this flow of damaging 
statements, when Mr. J. H. Cameron adroitly came to the 
rescue, and by roundly charging Hopkins with various mis- 
demeanors, succeeded in putting him upon his own defence, 
thus saving the situation. 

Mr. Cayley, latdy Finance Minister, and under whose ad- 
ministration the bank had so successfully encroached upon the 
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Government, in an effort to reassure stockholders, pointed out 
that an institution in which the Government had so great con- 
fidence, as marked by the large deposits which it still en^ 
trusted to the bank, could not possibly be in an unsound con^ 
dition. The bank, as he represented it, was simply temporarily 
embarrassed, owing chiefly to advances in aid of land purchases, 
resulting for the time being in the possession of considerable 
land and overdue mortgages, on which unfortunately no interest 
was just at present being received. 

Some uneasy shareholders ventured to suspect that the 
management of the bank might have been more or less defec- 
tive. Otherwise, why in the face of common trials, should the 
stock of the chief bank in the country, enjoying the advantages 
of the Government account, be dull on the market at 83, when 
that of other banks were selling at 112 and 113? In the 
efforts to meet this and other interrogatives, it incidentally 
leaked out that the chief losses of the bank were connected 
with large single accounts. There was one concern in St. 
Catharines, connected apparently with the milling industry, ta 
which the bank had advanced as much as $200,000, one-half of 
which at least was admitted to be lost. One of the officers of 
the bank had been indebted to it for $120,000, for which the 
bank had taken over some property not yet disposed of. " It 
was the millers who had got into the bank so strongly,*' ad- 
mitted one of the directors in a burst of confidence. Thus, 
though the meeting had opened with a brave front on the part 
of the management, it ended by leaving an uncomfortable feel- 
ing of uncertainty, due to the consciousness that the few un- 
pleasant facts which had come to the surface were merely 
samples of many others still concealed. The result of this 
annual meeting was, therefore, by no means reassuring. 

The newspapers of Toronto still stood by their bank. The 
Leader, after demolishing Hopkins, who had occasioned the 
revelations, professed to believe that the discussion at the an- 
nual meeting had cleared the atmosphere and enabled the public 
to understand where the bank stood, which it admits had never 
been understood before. 

At the close of its defence of the bank, the paper took 
occasion to offer, for the benefit of other banks, the suggestion 
that heavy loans to individuals were a mistake; forty to eighty .i 
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thousand dollars to individual concerns should constitute an 
outside limit. A few months later the same paper^ in an in- 
teresting editorial, returned to a defence of the bank against 
attacks made upon it by some Montreal papers. Their in- 
£-piration is supposed to come from the Bank of Montreal, which, 
like one or two of the other banks, was said to be jealous of 
the advantage which the Bank of Upper Canada enjoyed in 
holding the Government account. One of the points adversely 
commented upon was the unusual amount of notes 
which the Bank of Upper Canada had in circulation. 
The people, said the Leader^ are accustomed to regard 
the notes of the Bank of Upper Canada as an ultimate 
form of value, and to store them away as the safest form of 
savings. Not troubling themselves to inquire closely into the 
affairs of the Government Bank, the falling off in its dividends 
and the price of its stock does not alarm them. In some way 
the Leader seems to regard this as conclusive proof of the 
soundness of the Bank of Upper Canada. As a mere state- 
ment of fact, the paper was undoubtedly accurate in its ex- 
planation. The general conviction of the people, together 
with the Government support, certainly accoimted for the slow- 
ness with which the general public came to recognize the hope- 
less position of the bank. Instead of experiencing a sudden 
collapse through the development of a panic and a run upon 
H, the bank really lost its customers one by one as they gradu- 
ally became convinced of its inability to recover. The note 
circulation was the last, not the first form of bank credit to lose 
the public confidence. Thus the Bank of Upper Canada may 
be said to have experienced the quite unusual fate among banks, 
of passing away by a lingering decline, and as it went through 
several stages of winding up it became impossible to say just 
when it expired. If recovery had been at all possible, after its 
first great blunders, certainly no bank ever enjoyed a more ex- 
tended opportunity of rehabilitating itself. 

Late in 1860 representatives of the leading banks met in 
conference in Toronto, evidently under the influence of the 
Government, and an agreement was declared to have been en- 
tered into whereby the banks, abandoning their previous 
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destructivre rivalry^ should mutually assist each other with a 
view to strengthening the financial resources of the country. 
As was expected, the Bank of Upper Canada chiefly benefltt^ 
by this movement, and appeared to have arrested for a time 
the growing lack of confidence which had been manifested since 
the annual meeting in June. Later on, disquieting rumours 
revived with reference to the relations of the bank with the 
Grand Trunk Bailway, and the inadequacy of the security held 
for very extensive advances made to that railroad. The public 
were assured, however, that the bank had ample security in the 
shape of a mortgage upon the rolling stock of the company on 
its lines in ^ew Hampshire, Vermont and Maine. 

It was in March, 1861, that Mr. Gassels succeeded Mr. 
Bidout as manager of the Bank of Upper Canada. The new 
manager undertook a complete survey of the affairs of the bank, 
and evidently foimd matters in a much worse condition than 
bad been expected. The next annual meeting in June, 1861, 
was naturally looked forward to with considerable anxiety on 
the part of many and with much interest on the part of all. In 
presenting his first report, Mr. Gassels adopted a very frank 
attitude, as compared with the policy of the previous manage- 
ment. In his opening remarks, he referred to the severe de- 
pression of previous years, aa doubtless preparing the stock- 
holders for a rather unfavourable report, and if so they would 
not be disappointed. He stated that, notwithstanding the 
large sums sdready appropriated to meet losses, a still larger 
sxmi was yet required. After writing off more than half a 
million of bad debts, up to date, a careful survey of the bank's 
accounts showed that there was still to be met a large number 
of debts regarded as hopelessly lost, amounting in the aggre- 
gate to $758,808. Then there were estimates of partial losses 
on other outstanding debts, amounting to $659,990. The 
amounts lost at the various branches are given. The chief 

losses occurred at the following places : — 

Estimated Loeses 
Branches Total Loeses od Other Accounts. 

Head Office $524,954 $245,880 

Quebec 99,841 17.580 

Chatham 85,025 95,900 

Hamilton 28,273 15,100 

Brantford 15,482 

London 13,645 00,000 
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Port Hope 10,511 4,640 

Brockvilte 1,468 67,000 

Kingston 3,561 2,170 

St Catharines 84,420 

Clifton 637 50,500 

The total of the losses still to be met amounted to 
$1418^798.5 ly less the amount available from the profit and 
loss account, $168,290.99, leaving to be provided for 
$1,250,507.52. 

Several explanations were made with reference to special 
accounts not connected with the above. The Morton debt at 
Kingston was reported as reduced to $200,000, which was 
regarded as covered by collateral security. The Zimmerman 
debt proper amounted to $340,000, considered to be secured. 
There was, however, the other sum of $256,000 due by the 
Zimmerman Bank, for which the Government was considered 
responsible, as already explained. The balance due by the 
Grand Tnmk amounted to $883,000, which was secured by an 
attachment obtained against the property of the company in 
the State of Maine, and supposed to be worth nearly the amount 
of the debt. This Grand Trunk debt was a balance on trans- 
actions extending over a number of years, and amounting in the 
aggregate to several millions of pounds. 

The subscribed capital of the bank amounted to $3,186,100, 
and Mr. Gassels proposed, as the only means of meeting the 
large losses just acknowledged, to reduce the capital stock by 
tlie amount to be provided for. This could be effected by an 
Act of the Legislature reducing the value of each share of $50 
to $30. This would place at the disposal of the Board 
$1,274,440, and still leave the capital of the bank a little less 
than $2,000,000. This would prove that the bank was still 
solvent, and should silence the adverse criticism which had 
recently developed. At the same time authority was to be 
obtained to issue preference shares to the present stockholders, 
the limit of actual capital remaining as at present, $4,000,000. 
]t was also proposed to call in all the old issues of the bank and 
substitute new notes, and it was expected that a very consider- 
able sum would be realized through the notes lost and destroyed, 
for which only $40,000 had been written off so far. 

Having made what he considered, and at the time doubt- 
less quite honestly considered, to be a complete allowance for 
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The losses of the bank, Mr. Cassels naturally made the best of 
what remained, and of the prospects for the future. He refers, 
oi course, to the continued confidence in the bank shown by 
the Minister of Finance and the other members of the Gk)vem- 
ipent. It is believed that if the bank gets its balance from the 
Grand Trunk and realizes upon its mortgages, debentures, etc., 
it will once more be in a prosperous condition. Accepting his 
" ifs " at par value, he was probably correct. 

The stockholders approved of the proposals of the manage- 
ment. An Act was passed reducing the capital of the bank 
and providing for the issue of preference shares. The public 
apprehension with reference to the bank was considerably re- 
lieved by Mr. Cassels' frank statement, which discredited most 
of the wilder rumours in circulation. Yet the preference stock 
went off but slowly, and the decline in the business and status 
of the bank continued, emphasized by the general recovery of 
the other banks. At the close of 1861 the various bank stocks 
stood at the following prices on the Montreal Stock Exchange: 

Montreal 116 Ontario 102^* 

Commercial 105 Molsons 114 

City 105 Toronto 107 

People's 109 Upper Canada 47 

During 1862 nothing connected with the bank calls for 
special comment. 

At the annual meeting in 1863 Mr. Cassels stated that the 
bank was able to pay a dividend of six per cent, on the paid-up 
preference capital and still have a balance of $59,784, which, 
as he said, would have been much greater had the Grand Trunk 
paid interest on its debt to the bank. The claims against the 
Government in connection with the Zimmerman Bank and the 
Grand Trunk exchange for £100,000 were not yet settled. The 
old notes were being withdrawn, but there were still notes to the 
extent of $219,720 outstanding. The branches at Chatham 
and Stratford had been closed. During the past two vears 
$1,151,000 of the new preference stock had been subscribed, 
and they still hoped to dispose of the remainder. In conclu- 
sion, he claimed that the bank had steadily improved durino" 
the year. 

As yet the public knew little or nothing of the peculiar 
relations between the bank and the Government, and which we 
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have already traced down to 1863. The large Government de- 
posit in the hands of the hank was invariably referred to as 
evidence of the perfect confidence of the Government in 
general, and of the Minister of Finance in particular, in the 
essential soundness of the institution. But, as we already 
know, the appearance of so large a Government deposit on the 
balance sheets of the bank was certainly not due, either to 
special confidence in the bank, or to the overflowing condition 
of the Provincial Treasury. It was due to mere helplessness 
on the part of both the bwik and the Government. The bank 
T\as living, indeed, on the reputation of its debts. Had the 
Government attempted to withdraw its balance, it would simply 
have closed the bank. Moreover the necessary explanations to 
follow would inevitably have driven the Ministry from oflSce. 
Thus the Government, while sorely needing the funds for its 
ordinary purposes, was forced to seek accommodation on the 
London money market, not only to meet its own ends but to 
€ztend additional aid to the Bank of Upper Canada. 

When, however, in 1862, the Coalition Government, driven 
to extremity on every hand, adroitly chose to go out of oflBce 
with a certain halo of imperial glory, in apparent devotion to 
the Mother Country, on the Militia Bill, the Bank of Upper 
Canada was left to its fate at the hands of the new Ministry. 

As soon as the new Government had obtained its bearings, 
one of the most important matters to be attended to was the 
clearing of that Augean stable, the Finance Department of the 
late Government. A commission of inquiry was appointed, 
from whose extensive and detailed reports, covering a wide 
range of investigation, we have culled the particulars already 
given with reference to the relations of the Government to the 
Bank of Upper Canada. 

From the time that these revelations were made public, the 
fate of the Bank of Upper Canada was sealed. The finances 
of the (Jovemment being left in a hopeless tangle, it was im- 
possible for the new Ministry. to continue its relations with 
such a water-logged institution as the Bank of Upper Canada. 
Mr. Cassels, in his efforts to save the bank, endeavoured to per- 
suade Mr. Holton, the new Finance Minister, that it could still 
serve the (Jovemment if treated with moderate indulgence. On 
November 7th, 1863, Mr. Holton, in reply to a communication 
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from Mr. Gassels to that effect, remindfi him that he must be 
aware of the inconvenienoe to which the Qovemmeat is ex- 
posed owing to the inability of the Bank of Upper Canada to 
meet drafts upon the large balance of Qovemment deposits, or 
otherwise to perform the regular functions of a fiscal agent of 
the Province. It is very imdesirable that the Province should 
have to seek further loans in England before an annual revenue 
shall be provided equal to the necessary annual expenditure. 

He has sought to raise sufficient money in the country to meet 
the engagements of the Qovemment for the next six months, 
but it was not imtil he had made arrangements in other quarters 
that he (Mr. Cassels) had professed to be able to furnish the 
assistance through the Bank of Upper Canada towards raising 
a new loan. Now the only necessity for raising a new loan 
was the inabiliiy of the Bank of Upper Canada to pay the 
Government the balance held by it. In saying this, he is 
merely repeating what he has often stated verbally, as also that 
the action which he has been compelled to take is purely in the 
interests of the public and without prejudice towards the bank. 
As to the existing balance in the hands of the bank, he is pre- 
pared to show such accommodation as is consistent with the 
public interest. 

The "other arrangements'* which Holton had made re- 
ferred to the decision of the Ministry to transfer the Govem- 
m'ent account to the Bank of Montreal, which could most easily 
afford the necessary accommodation. The transfer was to be 
made on January 1st, 1864. 

After various verbal negotiations, the Bank of Upper 
Canada proposed the following arrangement for a settlement 
with the Government. The bank gives up its claim against 
the Government for the Grand Trunk sterling exchange of 
£100,000, and also the Zimmerman Bank claim. The more 
recent special deposit to assist the bank, amoimting to $220,000, 
will be paid in two equal sums on the 11th of June and Decem- 
bei, 1864. The balance of $1,286,666 to remain at the credit 
of the Qovemment, without interest, until July 1st, 1864, and 
at three per cent, for three years from that date; at four per 
cent, for the next two years, and at five per cent, after July 1st, 
1869. The debt is to be gradually paid off in instalments of 
$50,000 half-yearly, the first to become due and payable on July 
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Ist, 1865. Holton accepted these terms as a matter of ex- 
pediency and with a view to avoid unnecessary embarrassment 
to the bank and possible injury to the public. 

A somewhat similar arrangement was made with Olyn & 
Co., the English agents of the bank and of the Government 
Their amount was to remain as a permanent deposit in the bank. 
About the same time the account of the Grand Trunk Railway 
was transferred to the Bank of Montreal. 

For a short time after this settlement the bank managed 
to live up to its terms, and by the middle of 1865 had reduced 
its Government debt to, $1,200,000. The bank, however, was 
virtually living on suffrance. The circulation was declining, 
its active business was gone and its chief function was to realize 
as far as possible upon its mass of overdue paper. 

After making one more payment of $50,000, at the close 
of 1865, the bank found it impossible to keep up its engage- 
ments. Its friends being once more in power, it applied to 
the Government for relief, and obtained an advance of $100,000, 
on the basis of certain securities deposited with the Treasury. 
On July 1st, 1866, its obligation to the Government on the old 
account stood at $1,150,000, and under the new account at 
$133,441. 

It was found that, notwithstanding the enormous losses 
provided for under Mr. Cassels* reconstruction, the end had 
not been reached. An ever increasing amount of securities 
held by the bank and counted as good turned out to be worth- 
less or shrank in value. In consequence, increasing 
quantities of wild lands and other real estate, greatly depreciated 
tltrough the ruin of its owners were falling into the hands of 
the bank, and could not be disposed of. Indeed, the ex- 
perience of the Bank of Upper Canada constituted a prolonged 
justification of that principle of all sound banking that real 
estate is no proper basis for bank accommodation. 

During 1866 things grew steadily worse. It was a ques- 
tmen from day to day whether the bank would be able to meet 
its daily balance. Finally in September the Bank of Montreal 
refused to accept its notes on deposit, and the Bank of Upper 
Canada ooUapsed. So gradually had the institution gone down 
to bankruptcy that when it finally ceased payment there was 
scarcdy a ripple of excitement. There was little perceptible 
(c) 
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di£erence between the last stages of its nominal existence as a 
bank and its first stages as a bankrupt estate. 

After its formal failure the affairs of the bank passed into 
the hands of trustees, who continued the process of winding up 
the estate through long drawn out efforts to realize on the 
miscellaneous mass jof real estate and overdue paper which con- 
stituted the assets of the concern, and which stiU indicated, in 
1866, that the bank had a normal surplus of assets over 
liabilities of nearly $2,000,000. The subsequent stages of its 
liquidation are of comparatively little interest to the history of 
banking. 

What has been said in a general way with reference to the 
effect upon the Bank of Upper Canada of the wave of optimis- 
tic speculation which swept over Canada in the fifties will apply 
with some modification to the experience of the Commerdid 
Bank. 

In most respects the Commercial Bank had acquired a 
wider connection with the regular mercantile business of 
Western Canada than the Bank of Upper Canada, and it was 
but very slightly involved in the wild land and other real estate 
speculations which so greatly affected the latter bank. The 
fact that the head office of the Commercial Bank was located 
at Kingston, whose commercial importance had relatively de- 
clined, was regarded by some as likely to prevent the bank from 
keeping in touch with the more important commercial and 
financial developments of the country. This remoteness, how* 
ever, from the scene of political and speculative intrigue proved 
to some extent the safety of the bank. The management, if 
not 80 intimate with the latest projects for Provincial develop- 
ment, were for a time at least able to take a more sober view of 
the situation. To be the financial centre of great and glorious 
enterprises "their lot forbade; nor circumscribed alone their 
growing virtues, but their crimes confined.** In time, however, 
the bank found an entrance to the larger field. 

Up to 1857 the Bank of Upper Canada held the account*j 
of the two largest Canadian railways, the Grand Trunk and the 
Great Western. Owing, apparently, to the financial troubles 
of that year and the growing rivalry between these two great 
railway systems, the Great Western transferred its account to 
the Commercial Bank, which gladly welcomed so large and pro- 
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mising a customer. Incidentally, the Commercial Bank paid 
OAor to the Bank of Upper Canada betve^i $300^000 and 
$400,000. As a farther eonaequence of the rivalry of the two 
Canadian roads for the American traffic at Detroit, the Great 
Western found it necessary to obtain control of the Detroit and 
l^lilwaukee Railway. Mr. Reynolds, the financial agent of the 
Great Western Railway, wished the Commercial Bank to a U 
vanoe considerable sums for the accommodation of the Detroit 
and Milwaukee Road. This, however, the manager refused to 
do on the credit of that road alone. He offered to open a 
special account for the Great Western Railway for the use of 
the other banks of the Province; it had suffered considerable 
losses through the crisis of 1857-8. However, unlike the Bank 
of Upper Canada, it seemed to revive with returning prosperity, 
and the price of its stock and the character of its official re- 
turns indicated that it was in as sound a position as any of the 
other banks. But, after the revelations made in 1863-4 with 
reference to the dealings of the Bank of Upper Canada and the 
railroads, public confidence in the Commercial Bank appeared 
to be somewhat shaken. Nor were matters really bettered by the 

settlement with the Great Western Railway. Finally, a compro- 
mise was arranged and an account was opened imder the heading 
of the Great Western, Detroit and Milwaukee Railroad. This it- 
self was a very uncertain basis for business, and there was still 

further looseness in the drawing of cheques and in the general 
financial arrangements between the bank and the railway. The 
advances of the bank on this account ran up to $742,270 in 
1859, when the bank called a halt, and then discovered that its 
security was of a very uncertain nature. The Great Western 
railway repudiated all responsibility for the advances made to 
the Detroit and Milwaukee, which they declared to be no part 
of the Great Western, and in consequence declined to be bound 
by any agreements which Mr. Reynolds had made, and which 
they had not authorized. 

In 1862, after fruitless efforts to arrange the matter, a suit 
was entered by the bank against the Great Western Railway, 
the claim amoimting to over a million dollars. When the final 
crisis made public the condition of the bank, it was found that 
the total obligations of the railroad to the bank amounted to 
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$180^000, or nearly half of its total capital. The case 
dragged along through the Courts with vaiying success^ mostly 
in fayonr of the bank^ but at enormous expense to both parties. 
Finally^ in 1866^ it was arranged at the annual meeting of the 
Commercial Bank that the matter had been arranged in such a 
manner as to secure the ultimate payment of the bank's claims. 
As a matter of f act^ the bank had accepted Detroit and Mil- 
waukee bonds to the extent of its claims. 

As regards the other business of the bank^ little could be 
learned from its annual reports^ except ihat^ in common with 
tieing up of a very large section of the bank's capital. 

To meet these difficulties, the bank resolved to follow the 
example of the Bank of Upper Canada. At the annual meet- 
ing in June, 1867, it was proposed to reduce the capital stock 
by twenty-five per cent. A board of auditors was appointed 
to investigate tiie affairs of the bank and publish a report on 
its condition. The report, while favourable to the bank, was 
not as explicit as it should have been, and did not restore con- 
fidence. 

Hitherto the difficulties of the Canadian banks had always 
been more or less conspicuous, and even dramatic. They were 
evidenced through a run upon the bank by its noteholders. The 
character of Canadian banking, however, had greatly changed. 
Not the noteholder, but the depositor, was now the chief 
creditor of the bank. But the depositor who became uneasy 
simply transferred his account to another bank, by issuing a 
cheque for his balance. In this way the funds of a bank 
might be drawn out in blocks of thousands, and the general 
public be not a whit the wiser. Such was the drain experienced 
by the Commercial Bank. As was shown after its suspension, 
the bank was to quite an unusual extent the custodian of trustee 
funds, alike for individuals and corporations. Naturally, when 
the weakness of the bank came to be suspected, there was an 
immediate transfer of such funds to safer custodians. The 
Court of Chancery alone had $200,000 deposited, to avoid the 
withdrawal of which the bank furnished special securities. 
The whole of the funds of the Home District Building Society, 
amounting at one time to $180,000, were in the hands of the 
bank, and of this amount $60,000 had lately been withdrawn. 
Other trust funds were invested in the stock of the bank, as^ 
for instance, $125,000 by the Church of Scotland, and about 
$27,000 by the trustees of Queen's University. 
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TliuB^ tboti^li th-e general poeitioii oif the bank w:as ax^tually 
quite sound, it found itself unable to eoamiaiDd sufficient ready 
oaisb to meet the heavy dTadn upon it, represented by tranafeiB 
of baiainces to cither bamfcs. In the end of Septeoniber, 1867, 
the bank applied to ibbe Goveimmieiit for assistanoe, whioih it 
wsis discovered the Governmenit could not grant without the 
oonsent of its fi<9oail agent, the Bank of Monitreal, such being a 
paa:t of the agreement wMi that insititutioai. However^ ap- 
parently on the reoonnnendation of the Governanenit, the Bank 
of Monftreal ad.van)oed $300,000, ample security bedng taken. 
The drain continuing, enoA a number of its moet readily avail- 
able eecuTitiee being already pledged, the bank applied to the 
Qovemment for further help, which was ref used. Imme- 
diately afterwards representatives of miost of the hanks miet om 
suanoBonfi in Montreal. After vaiious attempts to an^ange 
maittero, the details of whaoh became the basis oi nnimeirouB 
bitter attacks upon the Bank of Montreal, the n^egotiiationls 
broke down and the bank was forced to suspend payment on 
the 22nd of October, 1867. 

Subsequent investigaition proved ihat the bank was really 
in a wlvenit condition, but had not been able to commiand suffi- 
cient ready cash. The last monJthly statement of , the bank, 
on 30th Septem'ber, 1867, was as f oMjowb : — 

Liabilities. 

Promissory notes in circulation $1,248,979 

Balances dne to other banks 400,391 

Cash Deposits not bearing interest 1,413,622 

Cash deposits bearing interest 1,594,056 

Total Liabilities $4,657,048 

Assets. 

Coin, buillion and Provincial Notes $ 708,141 

Landed or other Property 277,687 

Government Securities 400,000 

Promissory Notes or Bills of other Banks 106,284 

Balances due from other Banks 174,231 

Notes and Bills Discounted and Cash Credits 6,975,857 

Other debts due to the Bank 498,782 

Total Assets $9,140,982 

The paid-up rnpital of the bank am0unted to $4,000,000, 
with an additional rest f uind of $300,000. Beyond the aimoimt 
of its funds tied up in railroad bonds, and amounting to 
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$1^800^000^ iitB loeses in the oodmaiy coouge of trade aimotmted 
to $1^100^000^ wMch wsis not greater dian that of the Bank of 
MoDitreal iiseit daring the some period. There was oonsider- 
abUe evideiDoe, hoiwever^ that the manajgement of tihe beak had 
not been rearj sound. Quite nnwarnanltaible ad7an)ceB hiad been 
made to some of the directoro, w4u)^ not being able to meet 
their obligataona^ had retired from tbe board. 

Finding bjov the bank stoiod^ it waa eoon recognized tharf; 
Ute noteholders and depoflitoiB at least would noft lose asTitihing^ 
if able to await liqnidaikion. Propoeals were inmiedi&tel]f| 
fitsoited, in eeveral leBponsLble quairters^ with a view to reaoa- 
dtating the bank eijiiher by reviying it on its own baais^ or by 
effeoting an aimaigBnmtion wiitih some oither inatitation. After 
nmch negotiaition^ in the early part oi 1868 IJhe Merohants Bank 
of Monitreal took over tihe assets of the Gonmieroial Bank at 
one-thiid of their par valne^ and waa considered to have made 
a very excellent bargain. 

ADAM SHOET. 



INTEBVIEWS PEOM A NEWSPAPER STANDPOINT. 



TO consider itself '^iine femme ineomprise " is one of the 
privileges which the trade of newspaper-making shares 
with the learned professions: to explain why this is so or to 
proceed to justify its right to such a belief means a delving to 
the roots of the existing order of things with a proportionate 
piling up of exhumed theories to an extent not permissible ex- 
cept in the sanctity of one^s own professional back-yard. Pre- 
siunably even bankers have sufficient troubles of their own to be 
exempted — except in a purely professional capaciiy — ^from the 
recital of those of others. 

There are, however, certain current misconceptions of the 
purposes and aims of newspapers which seem to the newspaper- 
man to thrive more luxuriantly and to attain a hardier growth 
behind the bronze and marble of a bank's counters than elsewhere 
in the business world. He knows of their existence through the 
rare excursioiis his professional duties have forced him to make 
to the lair of the Bank Manager. In fact he usually emerges 
with a better knowledge of them than of that particular mana- 
ger's views, yet from such cursory inspection as is allowed in his 
rapid journey in and out again, they are, to the best of his 
belief, as much an anachronism as a forest of the giant carboni- 
ferous ferns would be to-day on the highly conventional slopes 
of Mount Eoyal. 

That the rapid development of the daily paper to its present 
activity and usefulness has been attended by many regrettable 
and unfortunate features, none are more willing to admit than 
those who have to do with the making of newspapers. That cer- 
tain of these concomitant features would naturally be peculiarly 
distasteful to financial men is equally obvious. Even with the 
utmost care, inaccuracies of statement will creep into the most 
carefully edited journals, interviews are not always accurate, 
and quotation marks have a habit of dropping in and out of 
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proof slips which it is impossible to explain. Yet all this makes 
for its own readjustment; the newspaper-reading public^ which is 
practically the population of the country, understand and makes 
allowances, and the error which, recorded ineffaceably on the 
pages of an enduring history, would require endless explanation 
to set right, is discounted and minimized because the imperfec- 
tion of the medium in which it appeared is recognized and 
acknowledged. 

It is not pleasant to admit that the product of any plant 
is imperfect and, within decreasing limits, will probably 
never attain that state of perfection which is the ideal of the 
producer of any commodity and yet this is the condition in 
which the newspaper world of to-day jBlnds itself. It recognizes 
two forces constantly, imceasingly in operation; one controlling 
the gathering of the greatest amount of legitimate news and its 
presentation to the public in the shortest possible time; the 
other directing the revision and verification of the vast amount 
of matter which every day is hurried to its offices. On. one side 
are ranged its hundreds of special correspondents and dozens of 
reporters, in possession of all the facilities which leased telegraph 
wires, a highly developed telephone service and the latest me- 
chanical equipments can place at their disposal; on the other, 
the corps of editors who are held personally responsible for all 
errors in the *^ copy '' they handle. Try as one may, it has not 
yet been foimd possible, an3rwhere, at any time, to attain a con- 
dition of stable equilibrium between these two which will gua- 
rantee that every item appearing in every edition of the paper 
is absolutely accurate in all its details. News is, unfortunately, 
a matter of hours — almost a matter of moments, and nowhere 
can a clearer idea of the inelastic, infiexible character of time be 
obtained than in a daily paper during the hour of going to press. 
The item held one minute beyond the appointed time for placing 
it in the "form" is usually as worthless as if it had never been 
written. Be it never so carefully verified or so accurately cor- 
rected as to its details, by the next day its value generally has 
departed. What is to be done in these respects, must be done as 
best can be within the limits at the editor's disposal or else the 
item must be " held over.*' 

It follows naturally that the more important the subject- 
matter, the narrower the margin which may be allowed for error 
in reporting it, for the chagrin of an editor whose paper has 
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misquoted the remarks of a public man is no whit less than that 
of the public man who has been misquoted. ^'Moulding public 
opinion'^ to-day means what? Not printing ex parte accounts 
•of public events, not "editing*' interviews until they are made 
to support a certain line of action, not suppressing or TniuimiziTig 
the doings and sayings of any individual or combination of indi- 
viduals who can legitimately lay claim to being a factor in 
public life — ^newspaper-readers have long passed the period when 
such censor-ship was tolerated. It is no longer the editor who 
moulds through his news columns, it is the public; the reader 
to-day is the man who is read of to-morrow. He has the right to 
demand that the comments he may make on current events, the 
accounts that are given of the public activities in which he en- 
gages shall be treated as scrupulously as if they emanated directly 
from the editorial department itself. As a paper attains to or 
falls short of this standard, so is its success measured, for the 
public itself is the court of last resort, from which there is no 
appeal and where judgment is made without fear and without 
prejudice. 

A more consistent independence of thought, a higher develop- 
ment of individual initiative, a more enduring sense of personal 
responsibility — these are the three dominant psychological 
characteristics of the new era which we recognize as having 
dawned without being able to more than approximately fbc the 
date of its dawning. The development of each of them has been 
more materially aided by the newspapers than by any other 
known agency and each has, in turn, aided in the development of 
the newspaper through the readjustment of its methods for the 
discharge of new functions and responsibilities. The imperative 
mood has passed away; the editor is no longer asked 'Vhat must 
we believe?'' but "what are the facts?"; and his readers, each 
after his kind, build up generalizations and draw deductions 
iR'hich, right or wrong, are at least the products of individual 
intellection. 

In a word, the newspaper of to-day is a medium of co-opera- 
tion. It is the only means by which each individual entity in the 
illimitable stream of humanity which rushes unceasingly from 
the horizon we call life to the one we call death can, in its 
passing, acquire a knowledge of the part it plays in the problem 
of the universe. No force conceivable by the human mind can 
control the vast energies of human living except from within; 
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if the stream is kept in its fixed and proper channels, if its 
energies are used to build up and not to destroy, it is because 
there exists co-ordination and a common purpose, which is to 
say, co-operation. By the results attained the answer is given, 
not to us but some time and somewhere, to the question of the 
use of living. _ 

With all due respect to the Church, the Houses of Parlia- 
ment and the few other institutions which still maintain, in the 
face of much discouragement, that ancient and honourable thing 
called oratory, the " voice of authority *' is most effective to-day 
when it is modulated to the pitch b^t suited for verbatim re- 
porting. Eloquence has become, more or less, a waste of 
energy; in the majority of cases it is even more, it is a tactical 
mistake. With the multiplication of the available audience 
from a few thousand to hundreds of thousands, the man with 
a message has come to recognize that the speech which sounds 
well is not the speech which reads well. Boiling periods, .pon- 
derous trophies and the dozen other tricks of eloquence which 
carried conviction and glossed over deficiencies in logic in the 
days when emotional oratory was at its prime do not, as a 
general thing, stand the test of a coldly unresponsive printed 
page. Whatever the ordinary man may like to hear, he has 
certain very fixed ideas on what he is willing to read, and, among 
them, labored analogies, classical quotations and fervid appeals 
to the Spirit of Liberty certainly do not find a place. There 
are many and obvious reasons for believing that the public man 
of to-day imderstands this, and conducts himself accordingly. 
The much-deplored decline in the standard of public oratory is 
only a last lingering protest against the passing of the old order 
of things. The form of public oratory has changed, but its 
power has been multiplied inconceivably. The man whose say- 
ings or writings are read by half the civilized world exercises 
an infiuence such as at no other period in the world's history 
has been within the grasp of an individual. His appeals for 
good-citizenship, for co-operation in the great essentials of life, 
have an audience such as none of the famous orators of by-gone 
days could have dreamed of — ^an audience in every field of 
liuman activity and in every country under the sun, summoned 
immediately at his call. How far he is able to influence them 
to his way of thinking depends on his personality; civilization 
does its part when it gives him his audience. 
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The newspaper, however, believes that it has other rights, 
and even other duties, than simply calling this assembly to- 
gether; having, as it were, drummed up its share of the meeting, 
it reserves the privilege as chairman of making certain prefatory 
remarks, of emphasizing certain points, even of commenting and 
criticizing if it thinks necessary. Sometimes, even very often, 
these remarks and comments are treated after the manner of 
the generality of chairman's remarks and complacently ignored; 
occasionally they, too, are copied by the great Press Agencies 
which. co-operate internationally in the distribution of news, and 
are themselves set before the reading public of a dozen different 
countries. Under any circumstances the privilege is reserved 
and usually taken advantage of. The ego still holds undisputed 
sway over one part of the paper which it still proudly asserts is 
"the'* editorijd page. 

Writers of editorials are called on to discharge a variety of 
duties. First of all, they are the watchers in the tower who 
constantly scan the horizon for some sign of the approach of 
a disturbing element. It is for them to send forth the clarion 
call which shall, figuratively, summon the populace to the mar- 
ket place or, more prosaically, direct its attention to whatever 
threatens the peace and well-being of the community ; if, in the 
glory of trumpet-voiced appeals, they occasionally mistake a 
dust-cloud for a devastating tornado, it must be said in extenua- 
tion that tornadoes are by.no means infrequent phenomena. In 
times of deep tranquility, it is even allowable that they play the 
muezzin and summon tiie faithful to prayer and thanksgiving, 
the faithful reserving the right to pray and be thankful or not, 
as pleases them. For the most part, however, the editorial page 
has a more hxmible but no less useful activity, as befits diurnal 
existence in a utilitarian world. Bepresenting, as it does, per- 
sonal views, in it are preserved certain of the characteristics of 
the newspapers of the last generation; there and there alone is 
the first personal pronoun found in its glory, there the paper's 
personal equation may be detected and its views of men and 
measures exposed for sanction or criticism. It is on the 
editorial page that the newspaper serves up its daily menu of 
pre-digested opinions suitable for easy and speedy assimilation 
with the minimimi of effort, on which the average man depends 
for the bulk of his intellectual diet. The constituents must be 
nutritious but impersonal — ^war, literature, art and kindred 
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topics — ^and their treatment must be such as to make absorption 
pleasant as well as advantageous. The chaff must be separated 
from the wheat and the essentials from the merely picturesque, 
and, if this is intelligently done, the task of forming a personal 
opinion will have been reduced to the minimum. When the 
average man, after reading an editorial comment on some event, 
says "that is what I thought,'* he usually means that is what 
be would have thought had he not been spared the trouble of 
supplying all but the last step in the process of coming to a con- 
clusion. In catering to a busy public one must be obvious — 
but not too obvious. The best Breakfast Foods do not hint at 
a lack of digestive power, but only a humane desire to reduce the 
labor of digestion to a minimum. 

The editorial page is, then, a corollary of the news depart- 
ments of a daily paper without the impairment of its traditional 
dignity, while the news departments are every day becoming 
more editorial, in the true meaning, without the loss of that 
timeliness which is essentially a part of modem conditions. As 
we develop intellectually as a people, it is by the time-honored 
processes and through the historic steps which history so clearly 
points out. The objective to-day is recognizably of less import- 
ance in comparison with the subjective than it was ten years 
ago ; to chronicle results is important and necessaiy, but to give 
an insight into causes is vastly more so. Because this is re- 
cognized, interviews are to-day one of the most important as 
well as most widely-read features of daily journalism. On this 
point at least, the newspaper-maker and the newspaper-taker 
see eye to eye. 

Such a condition of things, naturally, is open to gross and 
even to grotesque abuse. The views of a famous politician on 
the servant-girl question or of a distinguished divine on the 
evils of tight-lacing are ridiculous, as any prostitution of a 
potentially great influence to trivial purposes is bound to be 
ridiculous, and in being so it. works injury to the whole system 
of interchange of ideas. It may be pointed out, however, that 
the offending in such cases is not always on the side of the news- 
paper — ^but that is merely an incidental detail. The legitimate 
interview remains one of the most important economic develop- 
ments of this generation. 

Chauncey Depew said recently that the first half of every 
public man's career was devoted to trjring to get into the news- 
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papers and the second half to trying to keep out of them^ a state- 
ment which, beneath its hnmor^ contains the germ of as scathing 
a criticism of the public life of the neighboring republic as could 
be penned. If arrant^ utter self-interest is the key-note of a 
successful public career^ then the media through which.it works 
are rightly enough to be viewed with suspicion. Fortunately, 
the senior Senator from New York. is not a man whom the pub- 
lic of even his own country regard as an exemplification of the 
highest ideals of good-citizenship, a fact which renders his views 
on the misuse of newspaper interviews of peculiar value. None 
know better than newspapermen the insidious form in which 
efforts to exploit personalities or personal interests take or the 
impossibility of detecting all of them before they have been pub- 
lished as legitimate news, but the knowledge makes for increas- 
ing care in scrutinizing voluntary offerings in this line and a 
slowly-perfecting acquaintance with the sources of infection. 

An editor does believe, then, that he is within his rights in 
asking any individual whose views will have weight with his 
readers for an expression of opinion on any great public ques- 
tion on which he is competent to speak with authority. This 
does not mean that a lawyer is to be asked for gratuitous infor- 
mation on a technical legal question, nor a manufacturer on the 
internal economy of his plant, nor a banker on the value of 
certain investments. The right of deciding what is a private 
matter and what is to be considered of public value is inalien- 
ably with the interviewed, allowance always being made for the 
reticence which many men feel in giving public utterance to 
personal opinions. It can scarcely be too strongly emphasized 
that the great majority of people are to-day keenly desirous of 
being right in their judgments and, concomitantiy, eager and 
even anxious for advice from sources they know to be unimpeach- 
able. It should be possible to add, as a corollary, that those in 
a position to advise are as willing to place their knowledge at 
the disposal of their fellow-men; it probably would be if actual 
conditions more nearly approached the ideal, and it is to this 
effort that the newspaper is devoting its best endeavors. 

If quantity were the only desideratum, the problem of supply- 
ing this demand, would be easy of solution. Public men, that 
is to say men occupying^ positions of prominence by grace of 
public desire or public tolerance, can generally be relied on to 
give an interesting and even a valuable statement of their views 
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on social^ moral or political questions of the .first magnitude. 
In the third of these three categories^ politics^ their views are 
invaluahle to newspaper readers^ but politics, after all, form 
but a moderate part of the interest of life. Again, the clergy 
are in a position, by virtue of their calling, to discuss all forme 
of hxmian activity, but it is a disability from which the cloth 
has long suffered that its standpoint is currently believed to be 
of the past and future rather than the present, and ideal rather 
than practical. In the great field of economics men to-day 
want a foundation in reality, in personal knowledge, for their 
opinions; when they cannot supply it from their own experience, 
they ask that it be supplied them from the actual field of busi- 
ness and finance, not from the text-books of moral philosophy, 
accurate and desirable as such opinions might be. 

Bight or wrong, the dominant ideal of our day is material 
success — success which is tangible and palpable. It is perfectly 
legitimate for a newspaper to discuss or have discussed whether 
this is the highest ideal of which the age is capable, but it is also 
among its practical functions, pending a decision of the ques- 
tion, to co-operate to the best of its ability in securing material 
prosperity. Finance, in one or other of its multifarious forms, 
is the subject in which its readers are most immediately and con- 
sistently interested. To the average man, the possession of a 
bank account is the outward and visible sign of his belief in 
ultimate financial sahation, as his church pew is evidence of his 
adherence to the Christian religion. It is not a convenience so 
much as a moral necessity. The creed and ritual of the money- 
market knows no distinction of nationality, age or condition, for 
its basic principle is the common solvent of all the heterogeneous 
elements which go to make up modem society. 

From the specific, newspaper standpoint, this means that 
one interview with a man whose name is known in the world of 
finance is worth half-a-dozen with men distinguished in other 
fields of activity. A banker, a manufacturer or a business-man 
discussing matters of general public policy, is surer of a more 
attentive and sympathetic hearing than any other class of citizen, 
because he approaches the subject from a standpoint common to 
the public as a whole, because he is what is generally known as 
"a practical man." In Canada, as elsewhere, there is a sub- 
conscious impression that public policy is too often formulated 
and directed by men unfamiliar with the actual conditions of 
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industry and finance; possibly this is largely due to the fact that 
the lure of politics rarely calls the successful business-man from 
his desk in the counting-house to the more prominent but less 
profitable seat in the Houses of Parliament. Whatever the 
eause^ the fact remains that the mass of the electorate value more 
highly a few words of comment on current legislation by a man 
whose acumen and insight into affairs they know personally^ than 
a dozen verbose speeches of criticism in the Commons. 

Canada's solution of the problems which the growth of her 
population and commerce are rapidly bringing to the fore is 
vitally essential to every class of the commonwealth. Many of 
them are directly concerned with finance, all of them have a 
more or less intimate relationship with it. To arrive at correct 
solutions, there is need of all the light which can be thrown upon 
them. It is better that this light should be direct than reflected, 
transmitted first hand to the source of legislation than percolated 
through the more or less clouded windows where the process of 
manufacturing legislation is carried on. 

J. S. Lewis, Jun. 



FIBE WASTE, FIRE PROTECTION AND FIRE 

INSURANCE. 

T. L. MOBRIBEY. 

THOUGH " A penny saved is a penny made ** be our first 
lesson in economics, yet it is likely to be the first for- 
gotten. Men strive for the acquisition of new wealth, unmind- 
fnl that wealth already acquired is equally capable of serving 
their purpose, with the additional advantage that they have it. 
This characteristic is more marked when and where money 
is most plentiful. As it is with individuals so is it with the 
community, and where we find the largesse of nature most 
bountiful, there may we look for the greatest disregard of the 
principles of economy. 

In our own country at the present time the dominant note 
is one of progress and prosperity; immigrants are pouring in 
as never before; our great natural resources, lying dormant for 
such a length of time, are at last attracting worid-wide atten- 
tion, and optimism is the order of the day. So intent are we 
upon profiting by our opportunities that we find ourselves in- 
dined to overlook one very serious drain upon the industry of 
the country. A conservative estimate places the value of pro- 
jierty destroyed by fire in Canada each year at ten million 
dollars. Perhaps this sum may appear small beside the total 
trade returns of the country, some four hundred and sixty odd 
millions; but it forms a very considerable percentage of the 
profits on this trade. It is roughly one-fourth of the customs 
duty on imports, and the tariff looms large in the eyes of the 
business community. The annual fire waste of Canada is equal 
to about two-thirds its coal production, and one-half its gold 
production. Compared with other principal products of the 
feountry, it is equal to about two-fifths the value of our fisheries, 
and one-fourth the value of our exports of the products of the 
forests. In comparison with agriculture alone do the figures 
seem insignificant; we do not bum up more than probably one- 
fiftieth of the products of the farm— or the equivalent in value 
—though if the burning were to take the form of one stack of 
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icheat repreeentmg^ say, ten to twelve million bushels^ the sin 
of the wafite might appeal to ns with greater force. 

Ten million dollars is a goodly sum. Consider what 
might be done with it if the saving could be effected. If we 
conld stop the waste^ ont of the saving alone we could build 
tlie new transcontinental railway and pay for it during its con- 
struction; and, allowing for a conflagration or two during the 
period^ have enough left over to equip the terminals at either 
end. 

If that money were saved, we could with it endow liberally 
all the hospitals and charitable institutions in the land; indeed, 
if directed in the proper channel, the poor would be no longer 
with us — ^there would be no poor. 

If what has been stated above be measurably near the 
truth, what a boon it would be to Canada if some means could 
be devised for stopping this fearful drain upon the country's 
resources. Perhaps it is too much to hope that the waste 
could be stopped entirely, but that the conditions might be 
greatly ameliorated there can be little doubt. As contributing 
to this end, first in importance the writer would put the arousal 
of public interest. Without an intelligent public interest, little 
can be hoped for. So long as the public are content to tax 
themselves to meet this drain, (and that is what they are doing, 
whether they go iminsured and let the loss fall upon the indivi- 
dual, or pay the premixmis necessary for insurance, and thereby 
simply distribute it over a larger nimiber) it is likely to con- 
tinue. But let the public evidence a disposition to earnestly 
grapple with the question, and results will speedily follow. 
The first thing to do is to place the stamp of disapproval 
upon the having of a fire. The great majority of fires 
are from preventable causes, therefore it follows that the 
great majority of those having fires are guilty of carelessness 
at least. If public opinion frowned down such carelessness 
as being inimical to the public good, and made the individual 
feel, if insured, the responsibility of drawing upon the common 
fund created to make good losses by fire (for iosurance funds, 
no matter in what form, are nothing more), it would have an 
appreciable effect. The claimant would lose that jocund air 
now so frequently observed, and would feel that instead of 
being supported in making extravagant claims, all such attempts 
would be frustrated. Those responsible for fires, whether 
(d) 
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owners of property or others, would be held strictly accountable 
for their negligence. Let the builder who constructs a de- 
fective chimney or hearth; the plumber who looks for a gas 
leak with an open light, or who, when examining pipes, drops 
a lighted candle down between walls, and hopes it will go out; 
the electric supply company that turns a current of two thou- 
sand volts into a building wired for two hundred; the mill 
owner, steamboat owner, railway company and other users of 
steam, who through lack of proper precautions cause destruction 
of property; let all these and similar oflEenders feel that they 
will be held strictly accountable and responsible for the ensuing 
damages to the extent of their ability to make good, and proper 
precautions will be taken. Minimize the fires that might be 
prevented, and half the battie is won. 

But notwithstanding the exercise of every care, fires will 
liappen. It has been so in the past, and it will continue to be 
80, though an enlightened public opinion again may do much 
towards keeping the resultant loss down. 

It is apparent to all who have made a study of the question 
that the rate of burning in this country is disturbed at intervals 
by the occasional outbreak which gets beyond the means at 
hand for its control, and so develops into a confiagration, that 
is to say, a fire that practically bums itself out, such as hap- 
pened within recent times at St. John, N.B.; Windsor, N.S.; 
New Westminster, B.C.; Ottawa, Montreal and Toronto. It 
must also be apparent that the places where the conflagrations 
have occurred are not the only places where such a thing is 
possible. There may be some exceptions, and doubtiess there 
are, but in almost every city and town in Canada similar con- 
ditions are found to exist as existed in some one of the places 
above mentioned, and all that is necessary to produce similar 
results is the same set of circumstances to arise. That being 
admitted, it would seem an easy step on the part of the public 
to determine to guard against such recurrences. As to how 
this can best be accomplished hardly comes within the purview 
of this article, intended rather to indicate the expediency of 
making the attempt, though that may not be out of place to 
j&uggest : — 

1. Segregation of specially hazardous risks. 

2. Better construction of new buildings and the elimina- 

tion of hazardous features in old. 
^. Providing of adequate means for extinction of fires. 
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These three simple headings embrace the Alpha and 
Omega of the whole question. Obviously places where fires 
are likely to start should not be tolerated in proximity to other 
properly; experience has shown that buildings of ordinary con- 
struction once alight bum with extraordinary rapidity, the fir3 
spreading through stairways, light weUs and elevator shafts, 
and in like manner communicating to adjacent buildings 
tlirough unprotected window openings in Isjies and narrow 
streets; but experience also teaches how to remedy such defects. 
It is perhaps with the last (suggestion — the necessity of provid- 
ing adequate means for extinction of fires — ^that most would 
be inclined to cavil, though be it said to the credit of the good 
sense of the business men of Canada that the various Boards 
of Trade throughout the country are at one with the under- 
lie riters upon this important matter. 

Naturally the cost is the deterrent, and everyone must 
sympathize with City Councils called upon to provide ways and 
means, too frequently against popular opinion. But where a 
city pleads poverty and inabili^ to assume the financial obliga- 
tion, how much less can it afford to go without the protection? 
Not so long ago manufacturers and others were content, as a 
matter of course, with such fire protection as the town afforded, 
with perhaps the addition of a private pump. It is different 
to-day. All modem factories are equipped with automatic 
sprinklers, installed generally at a cost of from five to ten per 
cent, of the value of the properly under protection; and it has 
been proved sound economy. If the principle be extended to 
cities, how would it work out? A moderate estimate of the 
insurable value of the city of Montreal, say, would be $250,000,- 
000, so that five per cent, on that would give a sum of 
$12,500,000 to be expended on fire protection! The exigencies 
of the case do not call for anything like such an expenditure, 
as the ordinary protection is ample for the residential and out- 
lying districts, but a million or two might be well spent in 
providing a high pressure system for fire purposes covering the 
congested portions of the city, and such a system would seem to 
be absolutely necessary to cope with these extraordinary out- 
breaks which occur with suflBcient regularity to prove that the 
danger is always imminent. 

Many appear to consider that the advocacy of such expen- 
diture emanate from insurance interests, prompted by selfish 
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motiyee. Nothing cotdd be further from the truth. Theoreti- 
cally, at least, it matters little to insurance interests whether 
the risk be great or small, since the rate is made to fit the 
hazard, or as nearly so as those engaged in the business can 
determine; and it would appear, notwithstanding tiie strictures 
passed upon those engaged in the business, that they have ful- 
filled their obligations fairly well. A reference to the reports 
of the Superintendent of Insurance will disclose the fact that 
over the whole period covered by the records the account just 
about balances, that is to say, the amount paid away in losses 
and expenses is just about equal to the amount of premiums 
collected. Of course the results to the various companies have 
been different; some have succeeded in making a profit, others 
show a loss, and many, imable to stand the strain, have gone 
under; but it is a significant fact that if all the companies had 
got a pro rata share of all the business from the time when 
government supervision of insurance was first inaugurated in 
Canada in 1869, they would be no better, but possibly a little 
worse off now than at the beginning. In the light of this truly 
remarkable fact, which cannot be gainsaid, the fulminations 
against the imderwriters would seem to lose their point. It 
is not pretended that during all that time the rates of insurance 
have remained the same; they have not. In fact the cost of 
insurance has fiuctuated pretty much the same as the cost of 
other commodities. The same laws that govern prices gener- 
ally — ^whether it be the price of cotton or the price of money — 
operate just the same in insurance. If conditions always re- 
mained the same, the probabilities are the cost of insurance 
would remain the same, but conditions are ever changing, and 
it behooves the careful imderwriter to change with them. For 
this reason it is manifestly unreasonable on the part of City 
Councils, Boards of Trade and other bodies to endeavor to 
exact promises from underwriters as to what the rates will be 
in the event of certain improvements in fire protection being 
provided; and it would be very shortsighted on the part of 
underwriters to make any such promises. The principle of 
mutuality is underlying all forms of insurance, and therefore 
rates must of necessity be regulated to a large extent by the 
experience. When the experience is favourable rates are low; 
when unfavourable, high. No one can tell what the rates will 
be in the future, because no one can tell what the experience 
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will be^ and therefore to make a promise, which under certain 
conditionfi cannot be kept, is to lay oneself open to the charge 
of bad faith. Besides, of what value would such a promise be? 
Let us suppose the companies experienced another Chicago. 
Would it be imagined for an instant that, promises or no pro- 
mises, the rates would remain the same? Most assuredly not. 
The only honest and straightforward answer that underwriters 
can give to such importunities is : Go ahead and make the im- 
pioyements, resting assured that full credit will be given — ^the 
better the risk the better the rate. 

There is another phase of the insurance question of sup- 
reme importance to the public who pay premiums, as well as to 
those who furnish credit based upon the material possessions 
of those to whom the credit is extended, and that is the ability 
of the insurance Companies to meet the obligations assumed. 
It has been estimated already that the insurable value of pro- 
perty in the city of Montreal is, roughly, $250,000,000. 
Against this we find the resources available for fire losses of 
companies licensed to do business in Canada to be approximately 
$400,000,000, and if there be added to this sum the assets of 
companies not licensed, but interested indirectly through re- 
insurance, the total might easily be doubled, so that it will be 
seen no fault can be found with the security. The contem- 
plation of these figures suggests at once the vastness of the 
business of fire insurance and its world-wide ramifications; it 
is a fabric that cannot be reared in a day, and what affects a 
part is felt through the whole. Thus it is as idle for the in- 
dignant Toronto manufacturers to talk of going to Germany, 
Bussia, anywhere for cover, as a protest against the iniquitous 
action on the part of Canadian underwriters in raising their 
rates as it is to talk of forming new companies, since (Germany, 
Bussia and elsewhere had already had a piece of Toronto, and if 
not instigators, were at least in hearty accord with the move- 
ment New companies may be formed, provided there be 
found those of sufficient hardihood to subscribe for the stock 
to meet the Government requirements, and for a few hundred 
dollars the requisite supplies, including beautifully lithographed 
policy forms, may be obtained; but — ^when it comes to tiiese 
four hundred millions — ^there's the thing that can't be dupli- 
cated very readily. 
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The question had better be looked at squarely by all in- 
terests. There can be no denying the fact that the fire waste 
of Canada is large^ too large; that it can be lessened by a pro- 
per appreciation on the part of the public of the necessity of 
not only guarding against the happening of fire, but also against 
the spread^ the latter can only be accomplished by the ex- 
penditure of money, and with no niggard hand; and lastly, that 
the cost of insurance is merely incidental, and dependent en- 
tirely upon experience, and as it rests with the public 
largely what this experience shall be, so with the public does 
it rest what shall be ^e cost of insurance. 



A COMPARISON OP BANKING SYSTEMS. 

The frequency of the request from bankers and students 
of political economy .^ for information about the points of 
difference in the systems of banking and currency in Canada 
and the United States renders the reproduction in this issue 
of the JouBNAL of an address delivered by Mr. B. B. Walker 
most interesting. 

The address was given by the talented general manager of 
the Canadian Bank of Commerce at a meeting of the New York 
State Bankers' Association^ held at Saratoga in 1895. As a 
dear and convincing illustration of the advantages of the branch 
system wLen compared with the small local bank with interests 
which have not the national character of the stronger and larger 
iiistitutions^ Mr. Walker's address is one of the best tributes 
yet paid to a banking system for the continuous improvement 
of which he has been such an ardent and eloquent advocate. 

The address in question was as follows: 

This is the third time I have been invited to address an 
American audience on the subject of banking and currency, 
with express reference to the adxnitted imperfections of your 
system and the alleged superiority of the Canadian system, and 
while in the mere desire for information, I recognize that avari- 
ciousness for other things than money of which Emerson wrote 
as characteristic of the American people, I recognize still more 
the open-mindedness and generosity which admits the possibility 
that the small and scattered community to the north, still strug- 
gling for a place among the nations, may have developed insti- 
tutions worthy of your study and perhaps imitation. 

But notwithstanding your generosily, I could not have the 
hardihood to address you on a subject involving criticism of 
some features in your national affairs, were it not that I may 
claim the right to discuss a family difficulty to some extent as 
inmate, if not a member, of the household. The bank with 
v,'hich I am connected has for ^3 years been doing business in 
New York, and one of our border offices exists mainly to lend 
money in the Western States, while our interests really extend 
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almost throughout the United States. If I also add that I 
resided many years in New York, I hope that you will all feel 
that I have no pleasure in mere criticism^ but only in what 
prospect there may be of reform in the currency and banking 
of this great country. 

I will not speak directly of Canadian banking. I have 
elsewhere expressed my views on that subject^ and now that we 
possess a complete history* of its development from the begin- 
ning in 1817 down to date, written by an American^ a Cornell 
graduate and a fellow of Columbia, and already re-published 
by an American economic society, it is no longer necessary. In 
any event I would much prefer that you should believe all the 
handsome things your president has said about us and which I 
would not dare to repeat. 

If we compare banking in the United States with the other 
prominent systems of the world, we are struck with certain 
features in which your system differs. As these other systems 
represent the two great classes of banks: (1) those which are 
the result of compromise between the commercial needs of the 
people and the necessities of the government, such as England, 
France and Germany; and (2) those which more nearly represent 

only the commercial needs, such as Scotland and Canada, we 
may fairly conclude that any quality possessed by the five coun- 
tries named is inherent in sound banldng, and if not included 
in your system its lack is surely subject for careful study. ISTow 
in all five countries the banks are few in number, with large 
capital and branches, while the banks of the United States are 
nimibered by thousands, have individually small capital and no 
branches. In the five countries the paper money is created 
almost altogether by the banks, and these are, of course, in 
coDstant touch with the business community. In the United 
States the paper money, by whatever name it may be known, 

is practically all created by the Government, which is not in 
touch with the business community. These are two startling 
differences and, in my opinion, both of paramount importance. 
I do not think I am wrong in saying that these two differences 
are the causes of most of the present evils in the finances of the 
United States, and if we add the third quality possessed by the 



* The Canadian Banking SyBtem, Breckenridgre, pubUshed in 
Journal Canadian Bankers' Association, and republished by Ameri- 
can Economic Association, 1895. 
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Xational Banking System, of legal reserves, we have the three 
most potent causes of high interest rates and panics. 

It will occur to every banker present that at one time the 
United States did not differ so widely from the other countries 
in the features mentioned. It once possessed a real National 
bank with large capital and branches; it had other banks with 
branches; its currency, although in many ways very unsatis- 
factory, was entirely created by banks, and it had no such pecu- 
UsLi feature as an attempt to make men wise in the matter of 
reserves by legislation. It is customary to charge the present 
difficulties to the war, but I hope I shall offend no Democrat 
here if I lay the charge mainly at the feet of Andrew Jackson. 
Before 1832, as since, banking was hampered by the fact that 
the franchise was granted by the State and not by the Federal 
Government, and this is perhaps the greatest cause of the thou- 
sands of small banks in place of the few great ones, still, in 
these early dayB of banking some State banks had branches, 
end there was one great bank with branches which might have 
wrought many changes in time by its example. But the United 
States Bank, as we all know, was ruthlessly destroyed by Jack- 
son refusing to renew its charter, and the events of the ensuing 
)'ears during which in its struggle for existence it pursued a 
course not more free from blame than the Government, have 
caused many to misunderstand the true meaning of the history 
of that eventful time in banking. The absence of the United 
States Bank, or of any great institution of national importance, 
and the existence of a Treasury system which compelled the 
Goveroment to carry on its finknces without the aid of such 
a bank, caused the issue of 1861 in Government circulating 
notes not bearing interest. We need not enter into reasons, 
but this was followed by the National Banking Act and, as a 
necessity, by the Federal tax of 10 per cent, per annum on the 
circulation of all State bank notes. The National bank notes 
were only bank notes in name. For all practical purposes the 
Federal Government had destroyed the bank-note issues of the 
country and had availed itself of the temporary advantage 
'flowing from the possession of such a power, only to discover 
later the terrible responsibility also involved. The issue of 
non-interest bearing, and at the same time irredeemable, paper 
money by the Government created or revived the theory that 
no one but the Government should create paper money. The 
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greenback agitation easily followed^ and while directlj xinsuc- 
cessfnl, was indirectly responsible for the silver legislation of 
1878 and subsequent years. 

Ont of the welter of this history five differ^it kinds of 
paper money exist in theory and four in fact. 1. State bank 
notes in theory, suppressed in fact by the tax. 2. War l^al 

tenders. 3. National bank notes. 4. Bland silver certificates. 
5. Sherman silver purchase notes. All of the four last classes 
of notes are not directly redeemable by the Treasury in coin, 
but practically the Treasury must redeem any of them in gold, 
or this great country must pass from its present position of one 
of the goldnstandard as opposed to the silverHstandard countries 
of the world. The Treasury, as I have said, is not in touch 
with the business community, but has been made by Congress 
to assume this terrible responsibility without having the power, 
except by such costly expedients as that referred to here to-day, 
to maintain its stock of gold. I do not need to enlarge upon it 
to an audience of bankers. The responsibilities of the Trear 
sury are imbearable, and if there is to be a reform in banking 
and currency it must involve the redemption, gradually or 
speedily, as the circumstances may warrant, of the issues of 
the Government. I hope reformers will not be satisfied indeed 
until the Government has retired from the business of banking 
and returns to its own proper function in connection with 
money, the minting of metallic money. The Treasury should 
give up its note-issuing functions, except, perhaps, as the issuer 
of certificates for gold lodged, not merely because its responsi- 
bilities have become unbearable, but also because it is incapable 
of performing the note-issuing function satisfactorily. 

The question as to whether the Treasury should surrender 
and the banks resume the function of issuing paper money is 
clearly before the people of the United States, but the question 
of reforming the system of banking in other respects is not, 
and my text is that the two reforms are necessary to each other, 
that the free flow of loanable capital is as vital to sound finances 
as an elastic currency. Permit me to repeat from an address, 
at Chicago, my attempt to state what is necessary in a banking 
system in order that it may answer the requirements of a rapidly 
growing country and yet be safe and profitable : 

1. It should create a currency free from doubt as to value, 
readily convertible into specie, and answering in volume to the 
requirements of trade. 
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2. It should poesess the machineiy necessary to distribute 
money over the whole area of the country, so that the smallest 
possible inequalities in the rate of interest will result. 

3. It should supply the legitimate wants of the borrower, 
not merely under ordinary circumstances, but in times of finan- 
cial stress, at least without that curtailment which leads to 
abnormal rates of interest and to failures. 

4. It should afford the greatest possible measure of safety 
to the dqK)fiitor. 

Before taking up the question of note-issues let me also 
quote from the same address some remarks enlarging upon the 
necessity for a free flow of loanable capital and bearing on 
other requirements in a banking system apart from note-issues. 

'^ In discussing the banking systems in older countries, the 
borrower is not often considered. Men must borrow where 
and how they can, and pay as much or as little for the money 
as circumstances require. I belieye too strongly in the neces- 
sity for an absolute performance of engagements, to think that 
it is a requirement in any banking system that it shall make 
the path of the debtor easy. Every banker should discourage 
debt, and keep before the borrower the fact that he who bor- 
rows must pay or go to the wall. But in America the debtor 
class is apt to make itself heard, and I wish to show what our 
branch system does for the worthy borrower as compared with 

the United States National Banking System. 

In a country where the money accumulated each year by 
the people's savings does not exceed the money required for 
new business yentures, it is plain that the system of banking 
which most completely gathers up these savings and places them 
at the disposal of the borrowers, is the best. It is to be remem- 
bered that this involves the savings of one slow-going com- 
munity being applied to another community where the enter- 
prise is out of proportion to the money at command in that 
locality. Now, in Canada, with its banks with forty and fifty 
branches, we see the deposits of the saving communities applied 
directly to the country's new enterprises in a manner nearly 
perfect. The Bank of Montreal borrows money from depositors 
at Halifax and many points in the Maritime Provinces where 
the savings largely exceed the new enterprises, and it lends 
money in Vancouver or in the Northwest, where the new enter- 
^. prises far exceed the people's savings. My own bank in the 
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same maimer gathers deposits in the quiet imeaterprising parts 
of Ontario, and lends the money in the enterprising localities^ 
the whole result being that forty or fifty business centres, in 
no case having an exact equilibriimi of deposits and loans, are 
able to balance the excess or deficiency of capital, economizing 
every doUar, the depositor obtaining a fair rate of interest, and 
the borrower obtaining money at a lower rate than borrowers in 
any of the colonies of Great Britain, and a lower rate than in 
the United States, except in the very great cities of the East. 
So perfectly is this disturbance of capital made, that as be- 
tween the highest class borrower in Montreal or Toronto, and 
the ordinary merchant in the Northwest, the difEerence in in- 
terest paid is not more than one or two per cent. 

In the United States, as we know, banks have no branches. 
There are banks in New York and the East seeking invest* 
ment for their money, and refusing to allow any interest be- 
cause there are not sufficient borrowers to take up their deposits; 
and there are banks in the West and South which cannot begin 
to supply their borrowing customers, because they have only the 
money of the immediate locality at their command, and have 
no direct access to the money in the East, which is so eagerly 
seeking investment. To avoid a difficulty which would other- 
wise be unbearable, the western and southern banks sometimes 
re-discount their customers' notes with banks in the East, while 
many of their customers, not being able to rely on them for 
assistance, are forced to fioat paper through eastern note-brokers. 
But, of course, the western and southern banks wanting money, 
and the eastern banks having it, cannot come together by chance, 
and there is no machinery for bringing them together. So 
it follows that a Boston bank may be anxiously looking for 
investments at four or five per cent., while in some rich western 
State ten and even twelve per cent, is being paid. These are 
extreme cases, but I have quoted an extreme case in Canada, 
where the capital marches automatically across the continent 
to find the borrower, and the extra interest obtained scarcely 
pays the loss of time it would take to send it so far, were the 
machinery not so perfect. 

As I have indicated, it should be the object of every 
country to economize credit, to economize the money of the 
countiy so that every borrower with adequate security can be 
reached by someone able to lend, and the machinery for doing 
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this has always been recognized in our banks. That is surely 
not a perfect system of banking under which the surplus money 
in every unenterprising commtmity has a tendency to stay there, 
while the surplus money required by an enterprising commun- 
ity has to be sought at a distance. But if by paying a higher 
rate of interest, and seeking diligently, it could fdways be found, 
the position would not be so bad. The fact is that when it is 
most wanted, distrust is at its height, and the cautious eastern 
banker buttons up his pocket. When there is no inducement 
to avert trouble to a community by supplying its wants in time 
of financial stress, there is no inclination to do so. The indi- 
vidual banks. East or West, are not apt to have a very large 
sense of responsibility for the welfare of the country as a whole, 
or for any considerable portion of it. But the banks in Canada 
with thirty, forty, or fifty branches, with interests which it is 
no exaggeration to describe as national, cannot be idle or indif- 
ferent in time of trouble, cannot turn a deaf ear to the legiti- 
mate wants of the farmer in the prairie provinces, any more 
than to the wealthy merchant or manufacturer in the East. 
Their business is to gather up the wealth of a nation, not a 
town or city, and to supply the borrowing wants of a nation. 

There was a time in Canada, about twenty years ago, 
when some people thought that in every town, a bank, no 
matter how small, provided it had no branches, and had its 
owners resident in the neighbourhood, was a greater help to 
the town than the branch of a large and powerful bank. In 
those days, perhaps, the great banks were too autocratic, had 
not been taught by competition to respect fully the wants of 
each community. If this feeling ever existed to any extent, 
it has passed away. We are, in fact, in danger of the results 
of over-competition. I do not know any country in the world 
so well supplied with banking facilities as Canada. The 
branch system not only enables every town of 1,000 or 1,200 
people to have a joint-stock bank, but to have a bank with a 
power behind it generally twenty to fifty times greater than 
such a bank as is found in towns of similar size in the United 
States would have. 

But one of the main features of the branch system is con- 
nected intimately with our power to issue notes based upon the 
general assets of the bank. When the statement of a large 
Canadian bank is examined by an American banker, the com- 
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paratively small amount of actual cash must be noticeable. He 
will notice that the bank is careful to have large assets in the 
United States which may be taken back to Canada in times of 
financial strain there, and large assets in conyertible shape at 
home, but having regard to actual cash as the machinery for 
carrying on the business at the counter, how can a bank with 
forty or fifty branches get along with so littte cash? The 
simple answer is that the tills of our branches are filled witii 
notes which are not money until they are issued, and which, 
therefore, save just that much idle capital and just that much 
loss of interest/' , 

Later on I hope you will see more clearly why I regard 
the branch system as a natural adjunct to a sound bank cur- 
rency in this country. 

Now, as to the great question of bank-note issues. I 
cannot undertake to discuss the many schemes now before the 
public. I am naturally more interested in such proposals as 
those made by the bankers at Baltimore, by Mr. Carlisle, and 
by some others, avowedly influenced by the Canadian system, 
and as to the probability of our system being workable in the 
United States at all. Permit me first to briefly state the dis- 
tinctive features of the Canadian bank-note issues: 

(a) They are not secured by the pledge or special deposit 
with the Government of bonds or other securities, but are 
simply credit instruments based upon the general assets of the 
banks issuing them. 

(b) But in order that they may be not less secure than 
notes issued against bonds deposited with the (Government, 
they are made a first charge upon the assets. 

(c) To avoid discount for geographical reasons each bank 
is obliged to arrange for the redemption of its notes in the 
commercial centres throughout the Dominion. 

(d) And, finally, to avoid discount at the moment of the 
suspension of a bank, either because of delay in payment of 
note issues by the liquidator or of doubt as to the ultimate 
payment, each bank is obliged to keep in the hands of the (Gov- 
ernment a deposit equal to five per cent, on its average circu- 
lation, the average being taken from the maximum circulation 
of each bank in each month of the year. This is called the 
Bank Circulation Bedemption Fimd, and should any liquidator 
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fail to redeem the note of a failed bank^ recourse may be had 
to the entire fund if necessary. As a matter of f act^ liquidators 
almost invariably are able to redeem the note issues as they 
are presented, but in order that all solvent banks may accept 
"without loss the notes of an insolvent bank, these notes bear 
six per cent, interest from the date of suspension to the date 
of the liquidator's announcement that he is ready to redeem. 
The Baltimore plan departs from this system in the very 
important respect that the Oovenmient is to actually guar- 
antee the notes. This, in my opinion, is an absolutely fatal 
objection. The strongest element of security in our issues is 
the fact that they are subjected to actual daily redemption. 
They are absolutely good, but it is not in the interest of any 
bank to pay out the note of any other bank, and consequently 
the notes of all other banks go into the clearings for redemption, 
or are returned direct. Therefore, no weak institution dares 
to issue notes except with due regard to its ability to instantly 
redeem, and if its business dwindles, its circulation also dwin- 
dles. It cannot fly kites with its notes because the punishment 
is too swift. Let the Government once guarantee on the 
faith of the insurance fund provided by the banks, and you are 
paying a direct premium on the issue of dishonest currency. 
Apart from this, the Baltimore and Carlisle plans are different 
only in details not worth discussing at this moment. The 
great difference between these plans and the Canadian system 
is not in the principles, for these are nearly similar, but in 
the banks to which tiiey would be applied. Can the franchise 
intrusted in Canada to a few banks with large capital, branches, 
and whose proportions are such that they are subject to the 
vigilant scrutiny of an imusually critical public, be safely in- 
trusted to perhaps several thousand banks, in but few cases large 
enough to be the objects of any thing but local scrutiny? I 
will not assert that it could not be done. In f act, I think it 
could. But this is a doubt so grave in the minds of many, 
that it is to them conclusive against these plans. But as far 
as I know, no other plan has been offered wliich is as effective 
in the direction of reform, and some plans are merely com- 
promises between this new theory and such existing facts as 
the National and State bank systems. 

But if the above, or any other principle respecting note 
issues, were accepted by the majority of bankers, and the ques- 
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tion of State and Federal powers were harmonionflly adjusted 
so that the system would be nniform^ what are the other diffi- 
culties? 

First. The new system would doubtless have to permit of 
the contemporary existence of the ITational Banking System 
with its present bond-secured notes^ at least for a time. No 
change so radical as to at once destroy the bond-secured notes 
would be practicable. 

Second. If such a great reform as the retirement of the 
war legal tenders, that part of the National debt which costs 
no interest, were approTed by the people, it would doubtless 
only be in such a manner as to cause their gradual removal, 
and while the new bank notes could only fill the gap left by 
such removal, the new banks should be ready to perform any 
purely banking functions which the Treasury might in this way 
be resigning, such as supplying gold for foreign shipments, etc. 

Third. The above remarks also apply to the Treasury 
issues represented by silver dollars or silver bullion. When I 
turn to the invitation of your President, I find that I am asked 
to give ^^A Canadian view of the present financial situation 
in the ITnited States. What action should be taken, and pros- 
pects and probabilities as to what action will be taken.'^ It 
might be argued that this all refers to the question of the free 
coinage of silver, for while many of us hoped that we were to 
be compensated for the sufferings of 1893 by never hearing any 
further arguments in favour of free coinage, it seems that we 
were deluded and questions of currency and banking reform do 
not actually exist as ^' practical politics '^ until this question is 
settled. But if, a very great if, — ^if we can dispose of the 
question of free coinage and face the problem of what ia to 
be done with the Bland silver certificates and the Sherman 
legal tenders, is it not clear that any plan for their retirement 
must be very gradual indeed? 

With all these difficulties it would be strange if anything 
but compromises measures are eflEected at first. Too many 
existing interests have to be convinced, too many selfish sectional 
views will be pushed forward, and the necessary changes are 
too radical to be effected without the aid of the great adjuster, 
time. But with the growth of the State banking associations 
such as this, as well as some self-assertion by tiie American 
Bankers' Association, it is to be hoped that bankers will soon 
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pofisess unaiiiinity of opinion as to the reforms they desire, 
and influence with Congress to put their views into effect. If 
tbey are united there can be no doubt about their enormous 
innuence. I say this with knowledge of the frequently ex- 
pressed opinion that American bankers lack political influence. 
Indiyidually, perhaps, but coUectiyely and unitedly, I am sure 
this cannot be true. 

And now, if you will permit me, I will outline in a few words 
the shape which in my opinion the first reforms in banking in 
this country should assume. I am aware that I was asked to 
speak about the practical issue of the moment, and I am only 
advancing a theory — and one which I fear may not even be 
acceptable to others. But such as it is, it is dl that I have 
to offer. 

1. The National Banking System, including the bond- 
secured notes, and the ten per cent, tax on State-bank issues to 
continue, with such alterations in details as may be necessary. 
If the reforms proposed by time were shown to be successful, 
other measures looldng to the extinction of the National Bank- 
ing System and the ten per cent, tax could be considered when 
necessary. 

2. Any bank with a paid-up capital of $1,000,000 or 
over, to be allowed to issue notes say to the extent of 75 per 
cent, of the paid-up capital, secured only by being a prior lien 
on the assets of the bank, including the double liability of stock- 
holders, and by an insurance fund of say five per cent., and 
to be free from the ten per cent. tax. Such banks to be allowed 
to establish branches within the State in which the head office 
is situated. If the franchise is granted by a State the Federal 
Government to approve of the regulations securing the note 
issues, and to hold the insurance fund. I do not enter upon 
the question of what the minimum paid-up capital should be 
in the case of banks desiring to avail of such bank issues but 
not to open branches. I hope, however, it might be practicable 
to make it as high as $500,000. 

3. Any bank with a capital of say $5,000,000 or over, 
to have the same privileges as to note issues and to be allowed 
to establish branches throughout the United States, limited, if 
thought necessary, to cities of national and not local importance. 
Such a franchise would, I suppose, be granted by the Federal 
Government. In view of all that has happened since the war, 

(e) 
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I presume it would not be too great a stretch of Federal power 
to grant such a franchise. 

4. Banks should have the undoubted power to buy and 
sell foreign bills of exchange, to issue letters of credit, and per- 
form all the functions usually performed by banks in Great 
Britain and Canada. In Canada, although we work under a 
general banking act as the National Banks here do, we act on 
the theory that we may do anything within the scope of bank- 
ing which is not expressly prohibited by the Act. In the United 
States, while a few banks deal in exchange and letters of credit, 
others think they have not the power. 

It may be argued that the necessary legislation to effect 
such a reform could not be obtained even if the silver difficulty 
were removed, and that the discussion of such a plan is there- 
fore useless. To this I can only say that the same may be 
true of any radical reform which is attempted. It may be 
found that without some years of persistent education of the 
public by the bankers no comprehensive reform can be put in 
force. The real question seems to be, would such a change 
cure or even alleviate some of the present defects? Any change 
is in the nature of an experiment. If the American banker 
did not, even to a moderate extent, take advantage of the per- 
mission to open branches, accompanied by the privilege to cir- 
culate notes not specially secured, then such a reform would 
partly fail of the desired result. I can imagine nothing in 
banking so attractive as a bank with say $10,000,000 of capital, 
a head office in New York, and branches in such cities as Bos- 
ton, Philadelphia, Buffalo, Pittsburg,, Chicago, Minneapolis, 
Duluth, Cincinnati, St. Louis, Kansas City, Omaha, San Fran- 
cisco, Galveston, New Orleans, Atlanta and others of similar 
importance, gathering deposits everywhere, lending only on the 
choicest mercantile paper, the leading staples of commerce, 
and the best bond and stock securities, possessing powerful alli- 
ances with foreign banks enabling it to buy and sell foreign 
exchange and issue letters of credit on all countries — ^able in- 
deed, to perform the whole round of functions performed by 
the great banks of Europe. If the Bank of Montreal can lend 
ten millions safely in Chicago through an agency, cannot a 
bank with headquarters in New York do it7 If it is safe for 
hundreds of New England banks to fill their wallets with the 
paper and securities arising from grain, flour and other busi- 
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nes8 in IllinoiB and MinneBota, purchased through note brokers^ 
or by re-discounting for western banks^ conld not branches of 
Eastern banks do such a business better? And in times of 
trouble, would not the existence of several such banks, and of 
many other powerful banks with branches restricted to sections 
of the United States, be a source of financial strength suB^ient 
to set the pace of courage to the smaller banks, and to the whole 
mercantile oommunily? 

But opening branches is, of course, only an option in the 
plan I suggest and is not compulsory. If American bankers 
did not take kindly to the branch system, there would stiU 
remain the fact that the amalgamation of smaller banks into 
banks with at least the capital of $1,000,000 would be neces- 
sary in order to avail of the privilege of issuing bank-notes not 
secured by Government bonds. This would ensure the number 
exercising the privilege not being too great to permit active 
scrutiny by Federal and State authorities and the general pub- 
lic; it would render the actual redemption of notcET by the 
issuing banks, which is so necessary to elasticity and safety, 
infinitely easier than if the banks exercising the privilege were 
numbered by the thousands; and it would tend to lessen the 
present enormous difference in average size between the Amer- 
ican banks and those of other countries. 

If it is admitted that large banks with branches would 
effect a better distribution of loanable capital, and that large 
banks, with or without branches, would make note issues, of 
the character suggested by the Baltimore plan, more practicable 
and safe than if issued by small banks, there remains the ques- 
tion as to whether the functions now performed by the Treasury, 
such as supplying gold for foreign shipment or other purposes, 
would be taken up readily by such banks when the Treasury is 
relieved from them. As long as the volume of Treasury notes 
redeemable in coin is measured by hundreds of millions, the 
New York banks will doubtless cause the Treasury to supply 
all gold needed for foreign shipment, but sooner or later the 
duty will fall mainly on these banks. It may well be said 
that the New York city bankers have shown such high ability 
> 1 and fertility of resource that we may be sure they will be able 

to establish the machinery for such a purpose, but I have to 
submit that many of the enormous difGiculties which the 'S&w 
York city bankers have had to meet have been due to the 
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lack of individual power and the necessity^ when creating 
strength by the co-operation of the many^ of the strong carrying 
the weak. A system which would create in New York insti- 
tutions, to any one of which the supplying of a few millions of 
gold for export, and the replenishing of its reserves through 
its branches and alliances with large country banks, would be 
an easy matter, would surely be better than the present. My 
suggestions end here, and I must thank you for listening to my 
views, whether you regard them as worthy of further con- 
sideration, or as one of the now countless plans offered in this 
country of free speech for the reform of the great national pro- 
blem of finance.. The excuse for these countless plans is that 
Congress does nothing, while the problem transcends all others 
in importance. I find in a pamphlet on American finances, 
written in 1874, a quotation from a French writer, offered then 
because of its applicability to America, and equally applicable 
now; with it I will dose: 

^^The French finances connect themselves, on all sides, 
with aU our past and present history; with all our history, 
monarchial and republican, political and religious, economic 
and social; with all our victories as well as our disasters, with 
all the aspects and all the progress of our administration, with 
all the conquests of our industry, of our agriculture and our 
commerce, with all the achievements of our art; in a word, witii 
all the epochs which have made famous the name of France. 
For it must be said, and said whatever men may think of it, 
that the finances touch everything, help everything, conclude 
everything. They are in the state what blood is in the veins 
of tiie human boy; if it circulates, it carries along with it 
motion and life, if it stops paralysis and death supervene. Good 
organization, good administration, a good condition of the 
finances, exert, therefore, imperiously everywhere and always, 
a positive, healthfid and vivifying action upon the government 
of a country and the prosperity of its people.^' 



i 



BANK OP JAPAN. 

Address of Governor Matsuo, delivered at the Semi-Annual 
Meeting of Shareholders on February 18th, 1905. 

Gentiemen : — 

In laying before you the business report of the bank for 
the 37th year of Meiji, I desire to submit for your consideration 
ihe cardinal facts relating to economic conditions and to the 
bank^s transactions during the year. 

The year 1904 witnessed an extraordinary situation and an 
exceedingly eventful time in our economic affairs. Neverthe- 
less^ confidence remained essentially unshaken, and the money- 
market, as a rule, preserved a quiet character. Since the pre- 
ceding year the course of foreign affairs had given rise to a feel- 
ing of caution in our business circles, so that no very conspicuous 
effects seem to have been experienced from the war which finally 
broke out in February last. Nevertheless, in consequence of the 
transport of war materials, communications by land and sea 
suffered some inconvenience, and certain vicissitudes were wit- 
nessed in connection with the transition of trade and industry 
from pacific to belligerent conditions. In the share market 
the rupture of diplomatic relations was accompanied by a 
momentary fall in quotations, but the victories won by our army 
and navy at once restored prices. The celerity of action on 
the part of our fleet obtained for us the command of the sea from 
an early period, and the security thus conferred on maritime 
communication virtually guaranteed to commerce a continuance 
of normal conditions. Among the people, too, from the moment 
of the outbreak of hostilities there was widely displayed a most 
laudable disposition to practise economy and saving, so that the 
deposits in the postal savings banks as well as in other banks 
showed a notable increase; loans previously made by the banks 
began to return largely, and the money market continued in a 
tranquil state. Moreover, from the spring of the year, 
eminently favourable climatic conditions resulted in plentiful 
yields of all agricultural products, and further, sericulture was 
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veiy Bucoessful, bo that the exports of raw silk and habutaye 
reached extraordinary dimensionB. The rice crop especially 
viBA so abundant that it is expected to exceed the average by 
eight or nine million koku. All these things were so many 
factors co-operating to augment the nation's reBources, and thus, 
although the volume of Exchequer Bonds issued during the 
year attained the great total of 280^000^000 yen, the subscrip- 
tions on each occasion exceeded by many times the sums to be 
allotted, and the installments seem to have been paid with the 
greatest regularity. In fine, although the year closed upon a 
fairly busy state of the money market — as is indeed the case 
every fall — ^the opening of the new year at once brought back a 
large part of the accommodation then granted. 

Such being the condition of the money market, the loans 
of this bank also showed no special change, with the exception 
of a certain increase of foreign bills discounted. Only, as the 
war progressed, the advances of the Bank of the Government 
tended to grow to such an extent that at times there was ground 
to apprehend that the note issues might attain too large 
dimensions. In view of this contingency the bank twice in- 
creased its rate of interest, once in July and once in December; 
inasmuch as although the amount of notes issued stood at about 
188,000,000 yen in April and May, it thenceforth kept steadily 
increasing month by month, until, at the close of December, it 
reached more than 286,000,000 yen. It is to be regarded as in- 
evitable that in time of war the demand for circulating media 
should be greater than in time of peace, and when we further 
take into account the fact that among the notes issued, those 
transmitted to Manchuria and Korea last year amounted to some 
30,000,000 yen, it would seem that the volume of paper now in 
circulation in this country does not notably exceed^ the figure 
for a normal year. 

As for our foreign trade, we find that in the year under 
review exports exceeded 319,260,000 yen and imports 
371,290,000 yen, making a total of 690,550,000 yen, which 
figures, compared with those for the preceding year, show in- 
creases of over 29,750,000 yen in exports and 54,150,000 yen 
in imports. The main item of increase in the case of imports 
were raw cotten, rice, wool, kerosene oil, leather and ships ; which 
may be regarded as a natural result of the demand for foreign 
commodities in time of war; and on the side of exports, raw 
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silky hdbutaye, silk handkerchiefs^ matches and straw-braid. 
This growth of the export and import trades, in spite of the ex- 
istence of a state of war^ was due to the circumstance tiiat, while 
the commerce with China and other Far-Eastern countries did 
not undergo any check whatever on account of belligerent con- 
ditions^ the prosperous state of the American market created a 
large demand for our commodities. It also bears witness to 
the fact that, at home, the people remained imdisturbed while 
the war was going on, pursuuig diligently their productive 
enterprises. 

Turning now to the movement of specie, we find that the 
imports were over 33,940,000 yen and the exports 107,790,000 
yen. It being of course inevitable that in time of war hard- 
money payments to foreign countries should increase, the 
Grovemment had created a fund in specie to be used in case of 
emergency. But in a situation like the present much must 
necessarily depend on the specie reserve of the Central Bank. 
Therefore, at the outset of the complication, the Government, 
with the object of strengthening the basis of our system of con- 
vertible currency, formed a plan for floating a foreign loan. For 
that purpose the Vice-Gk)vemor of the bank was specially des- 
patched to London, and on two occasions bonds to the total 
amount of 22,000,000 pounds sterling were placed in the English 
and American markets. At the dose of the year the bank held 
a specie reserve of over 83,000,000 yen, and further had more 
than 84,000,000 yen to receive from the foreign loans, thus 
ecabling us to keep our currency on a firm foundation, which is 
a matter of national congratulation. 

With reference to the transactions of the bank itself, few 
things call for special report. There is, however, one point 
which deserves to be remembered in connection with our finances, 
namely, that by Law VIII. of 1896 and Law VI. of 1898, the 
period of exchanging the notes of the National Banks and also 
those of the Treasury expired in December, 1904, and the ex- 
change having been then completed, absolute uniformity was 
secured in the State's paper currency. 

Such were the economic conditions during the period under 
review. More than a year has elapsed since war broke out, and 
the expenditures have reached a very large figure. Neverthe- 
less the nation has well supported the burden. There has not 
been any violent economic vicissitude, and we have been able to 
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maintain our progress in productive enterprise. This is due to 
the solidity of the people*s resources and to their patriotic spirit ; 
and also it should be remembered that our system of convertible 
currency has contributed in no small degree to this happy result. 
To what future period the war may continue it is impossible 
to form any estimate. But our economic circles have already 
adapted their attitude to the belligerent situation and our in- 
dustries are moving on in response to its demands. The ex- 
periences garnered make it dear that our forces may prosecute 
the struggle without anxiety as to ways and means. I believe 
that hereafter the whole nation, with ever united strength and 
fortitude, will continue to develop a spirit of endurance, and, 
each contributing his share, will help to promote the attainment 
of the cardinal policy of the State. I, on my part, propose to 
conduct the affairs of the bank in accordance with that aim, and 
I have pleasure, gentlemen, in conveying to you this assurance. 



WHY BANKS GO BACKWAED. 



In looking over the statements of some banks in New York 
City — ^and elsewhere as well — ^the observing reader has probably 
been impressed with the failure of more than one institution to 
advance materially in totals. Deposits fluctuate little if any^ 
changes being on the decreasing side if at all; the book value 
of the stocky as represented in capital and surplus, remains at 
a fixed mark, and the bank gives every indication of drifting 
along the current of business in an aimless or helpless fashion, 
like an idler in the world's work. We concede the fact that all 
banks cannot be first in the race, that a considerable portion of 
them must be content to remain comparatively outclassed, but 
it does not follow that this implies a stoppage in growth extend- 
ing in some instances to a state of semi-paralysis or decay. There 
are few cities in this country going backward either in popula- 
tion or wealth, but. there are many banks retrogading, not prim- 
arily because of untoward or unavoidable losses, but simply 
because the right spirit does not animate the management. Of 
course if the stockholders are content, it is not particularly with- 
in the province of anybody else to object, but in the majority of 
instances the stockholders are not content, but simply neglect 
to get together for the purpose of working reforms. The officers 
as a rule, in banks where such conditions exist, have lost the 
ambition which they should possess, and are content to let 
matters drift. As long as dividends can be paid by scrimping 
from quarter to quarter, as long as comfortable salaries can be 
drawn, why should there be occasion to make more work, or push 
after more business? Thus matters run along from year to 
year; a state bank comes along and establishes a branch in the 
neighbourhood, a trust company opens for business near by, and 
eventually the old-fashioned bank — old-fashioned in the sense 
that it never awoke — ^finds that its rivals have taken much of the 
business which it should have controlled from the first. 

How long will it take some bankers to realize that in these 
modem times the institution which does not advance is retro- 
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grading? How long before they appreciate the fact that every 
dollar which they lose in the way of old business, or new busi- 
ness which should have been ^eirs, reflects directly on the 
management? 

In these days of strenuous competition the dictionary de- 
fination of the word banker must be revised. The banker of 
to-day, in order to succeed, has to combine the technical educa- 
tion of his predecessor with the business spirit of the age. He 
cannot sit down and wait for business to come to him. He 
must go after it. If he doesn't, it is diverted to his more enter- 
prising neighbour. This truth is usually combatted by the 
man who does not like hard work; but the spectacle of energetic 
and successful institutions which are growing up under the 
noses of older banks in any city is the best proof of the argu- 
ment. The old days are gone. Banking may be a. profession^ 
but above that it is a business which requires constant attention 
and devotion,. and the man who is unwilling to concede the fact 
will find himself relegated to the rear at no distant day. — (^The 
Financier,'* New York.) 



THE SUCCESSFUL BANK-CLERK. 



Wh€itli€(r it be for power, poseesaioDS, or podtioii, or 
BJinply to win, ambition leads men to strive toward a certain 
goal, wbieb goal is Success. 

Success in any calling is synonymous with careful research, 
intelligent application, and unfailing fortitude, resolution and 
reserve. 

The maxims of success for a banker are in principle very 
similar to those for a business man, and are as well known, but 
the ordiuary routine, at times irksome in the monotony of its 
daily reappearance, leads men to become lethargic, trusting, no 
doubt, to their star, and forgetting that the star never shines 
so brightly as when they look to themselves and shape their 
course in the path of prudence and integrity. 

A yoimg man, entering on life as a banker, '^puts in an 
apprenticeship'' as truly as the cabinet-maker, who works on 
precious woods. An error is costly. He has to learn care — 
to gain confidence. Li his work he must be accurate, always 
ready and willing to assume duties. These may fall heavily 
on him at times, but accuracy and system will relieve the strain. 

These qualities, then, care or accuracy, confidence, and 
readiness to work will ensure him a rise in his position, but he 
cannot become a manager immediately. He must still grow. 
He comes to fed a respect for men of mental weight, and 
gathers tact enough to show respect for those, upon whom the 
bank's success depends; for that is business. 

He has always, of course, been careful of his appearance. 
Now that he is meeting the public more than at first, he needs 
this quality. People must respect him. They will do so more 
readily, seeing that he respects himself. 

Now he must lay foundations for prudence and principle, 
two very necessary qualities in a manager. He need not fol- 
low unswervingly the policy of one strong banker, but rather 
choose a true, strong course for himself, guided by the ex- 
periences of many men in times of pressure, and by their advice 
as to the conduct of a regular banking business. 
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He must learn to adhere to a principle. Firmness will 
often save the day. If a customer sees a teller hesitate about 
charging a certain rate of exchange, he is in doubt as to whether 
it is proper that he should be charged at all. In the same way, 
if the customer, wishing a loan on some inconvertible security, 
see& a manager weighing the gain against a possible banking 
principle, he is the more offended if he be finally refused. 
Therefore,, too, the derk must practice rapidity of decision, 
holding in the main firmly to his principles. 

These are the necessary good qualities. Having these 
implies that many other traits shall not exist. He cannot be 
respected if he be not manly, or if he be greedy, or if there be 
faults in his private living. A business man will not put his 
honour and credit in the care of a man of frivolous living or 
loquacious turn. 

The young man should not look forward to a banking life 
of great profit regardless of the good of his customers; that is 
a speculation; his profits will never be sure. He should rather 
look forward to a life of usefulness, to be a man on whom a 
business-man may rely for the best of advice in any emergency. 
Such a banker need fear littie competition. 

Betuming to the early life of the banker — ^to the time 
when entering on the heavier duties in an office, he begins to 
aspire to higher things — ^it would be well to give a word of 
warning. The young man of ambition is apt to let himself 
be carried away from the position he occupies to the position 
he wishes to occupy. He is apt to fret at delay, and grow im- 
patient, gradually losing the hold he has on his future. Many 
young men are ruined this way. He must learn to fit himself 
lor the future, but to live in tiie present. 

He must be regular in his business habits, practising punc- 
tuality especially. He must be accurate. These qualities 
will help him to speed in the accomplishing of his daily routine, 
leaving him leisure for inquiry, and fitting him for stronger 
positions. 

It has "been shown how he may first gain a sure recognition. 
When he has gained that, he must remember that every good 
quality that he has, either inherited or acquired, is a piece in 
hip favour on life's chessboard, while every wrong trait is an 
incalculable gain for his competitors. 

Chables p. Millar. 



STIEEING TIP BANK DIEECTOES. 



The following clipping from the Bankers* Magazine (N-T.) 
may be of interest to the directors of banks in other countries 
than the TJnited States: — 

A new policy, destined to bring a fuller and better realizar 
tion to directors in National banks, has been adopted by the 
Comptroller of the Currency, who believes from the reports of 
examiners that there is not a full realization by directors of 
banks as to their liability under the law. 

In the courts when it has been pointed out that directors 
arc liable because of their connection with institutions which 
have failed or have been mismanaged, directors claim ignor- 
ance of the transactions and disclaim knowledge of their re- 
sponsibility under the law. With a view to changing this, the 
Comptroller, instead of addressing letters of complaint to the 
officers of the banks, such as the President or Cashier, has or- 
dered that letters be addressed to the directors as a body, and 
ha^ required that all members of the directory shall append 
their signatures to the replies. The character of the letters 
varies. They are usuaUy based upon a report from a special 
examiner and refer to overdrafts, to loans to Cashiers or a 
coterie of bank officers, or to bad or excessive loans. 

The action of the Comptroller has had the effect of stir- 
ring up many directors, who, unaccustomed to getting such 
letters, have feared that something is radically wrong vrith the 
banks with which they are associated. The letters do not 
necessarily so indicate, but they make clear the intention of 
ihe Comptroller to end the repeated pleas of ignorance of the 
condition of the institutions to which men lend their names 
ab directors. It will not be long before such a plea will be 
met with letters from the private files of the Comptroller's office, 
showing that they stated a knowledge of conditions when called 
upon to do so over their signature. 



QUESTIONS UPON POINTS OP PRACTICAL 

INTEREST. 



REPLIES may be obtained through this column to enquiries 
of Associates or subscribers from time to time on matters 
of law and banking practice, under the advice of counsel where 
the law is not clearly established. 



The questions received since the last issue of the Journal 
are appended, together with the answers. 

Liability of Endorsers on Note, 

Question 605. — ^A bank discounts a note of $100.00 signed 
by Thos. Smith, and payable to the order of John and James 
Brown, and endorsed by John and James Brown. Has the bank 
redress against each endorser for the full amount of the note or 
can they only collect $60.00 from each endorser? 

Answeb. — ^The liability of the endorsers is. joint and 
several. 

Cheque — Delay in Presentation for Payment. 

Question 606. — John Smith presents a cheque which reads 
as follows and receives the cash: — 

Buffalo 

Firm's name. 

At the Banh, 

New York, 
Pay to J. Smith or order, 
the sum of 

Firm's signature. 

To Banh, 

Buffalo. 



■*i 

« 



QUBBTIONB UPON POINTB OF PBAOTWAL INTBREBT 257 

The banker sends cheque through New York, taking prob- 
bably a week before it finally reaches Buffalo. When presented 
for payment it is refused, firm haying failed. If it had been 
sent direct to Buffalo, taking two days for presentation, it 
would have been paid, firm being solvent. Can J. Smith be held 
as endorser in the first case? 

Answeb. — If the cheque was explicitly drawn upon a bank 
in Buffalo, and was not presented there for payment within a 
reasonable time, as appears to have been the case in this instance, 
the endorser could set up a strong plea that he was exonerated 
from the consequence of the undue delay. 



I 

I 



Question 608. — ^Would not a bank presenting a demand bill 
of exchange demand payment, not acceptance, and if this bill 
carried ''no protest for non-accceptance '' instructions, would 
the bank be carrying out instructions if thy protested when the 
drawee refused to accept? 

Answer. — ''No protest for non-acceptance'' instructions on 
a demand draft is an obvious absurdity. Such a draft should 
be presented for payment and protested if not paid. 

Acceptance — Irregularity in Bill Removed by Acceptors. 

Question 609. — ^A draft for $60, dated New York, say 4th 
February, and drawn at sight is accepted simply thus : 

"Accepted 
John Smith.'' 

Now John Smith resides in New Brunswick, and drawers sent 
draft through their bankers for collection. The local bank pre- 
sented draft to acceptor about 15th February, who was not ready 
just then, and wished the draft sent back. The draft was for 
protest, but the question arose, was it due, and if so, was it not 
payable in New York? John Smith had really accepted the 
draft with a number of others of the same tenor, in Boston, in 
an Agent's office, on a date previous to February 4th. 

The local bank got acceptor to date his acceptance on the 
15th February, time of presentation to him, returning the bill 
to New York free. 
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Did the collecting bank do right? If not what course 
should they have followed? 

It was clearly the acceptor's intention to have the bill ma- 
ture on 7th February in New Brunswick. 

Answer. — The acceptor removed the irregularity of the bill 
h}' dating his acceptance of it^ and the bank in having him do 
so assumed the sequent responsibility of having it protested at 
maturity if unpaid. 

Collateral Notes held by Bank. 

Question 610. — ^A customer leaves some notes with us, 
upon which he gets an advance for a certain amount. A credi- 
tor of this customer obtains from him an assignment of book 
debts, and files a copy of the same with us, claiming that they 
are entitled to the equity in the notes which we hold. As a 
matter of fact they are entitied to this equity? When the notes 
are collected and our claim paid should we pay the balance into 
court, or would it be safe to hand this balance to the customer 
notwithstanding notice of assignment of book debts ? 

Answer. — A mere assignment of book debts could not 
affect notes lodged in a Bank as collateral security against ad- 
vances, nor in itself give a valid claim to any equity in the 
notes. 

Should, however, there be rival claimants for the eqxiity, 
the simplest course would be to pay the money into Court for 
adjudication. 

Railway Bill of Lading — Conditions determine Liability. 

Question 611. — A Eailway company undertakes to trans- 
port a shipment of lumber from A. to B., giving their usual bill 
of lading for the same. Does their liability as against loss by 
fire or otherwise cease when the car holding the lumber reaches 
B., or does it cease when the company has notified the proper 
party of the arrival, or does it continue until delivery has been 
taken? 

Answer. — It would depend largely upon the bill of lading. 
For that reason no set rule could be given. 
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EDITORIAL NOTES 
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In the Januaxy number of the Jouma|l^ the opinion was 
expressed editorially that there are bank inspectors in the 
United States who do not inspect. Incidentally we added: — 
ifaLiiir ^^ It is not surprising to find that opinion in the 

iBBpeeton neighbouring republic is being expressed in 

Bank favour of asking the Controller of the Currency 

^""^®" to explain why bank examiners have apparently 

failed to ascertain the condition of the large number of nationsd 
banks which have collapsed within the last year before instead of 
after the said banks were compelled to close their doors. 

Some critics of the condition of things even go so far as 
to hint that the examinations are not as thorough and search- 
ing as they should be^ and that the bank examiners^ although 
not as a rule political appointees^ are sometimes regarded as 
such. 
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There may be caufie for this outburst against the bank ex- 
aminers^ but many Canadian bankers can personally testify to 
the high character and great ability of many of the American 
bank examiners. 

If there is a lesson in the Chadwick case for bankers^ bank 
examiners^ and the American public generally, there is also 
one for our own people — ^to adhere to the system which has 
giYen to this Dominion the services of men, who, by reason of 
years of experience, careful training, and accurate knowledge 
of the business of our banks, are so eminently fitted for the 
important work of periodically inspecting their affairs, and 
making independent and fearless reports thereon. Without 
having any desire to meddle in matters which concern us not, 
and without wishing to express an opinion upon the merits or 
demerits of the American bank examiner, we may certainly 
pride ourselves upon the possession of the Canadian bank in- 
spector. His duties are not always of the most agreeable 
character; his position entails much discomfort, and occasional 
exposure to hardship and danger; but he must find comfort 
when reflecting upon the value of the knowledge he obtains of 
the business of the country, and incidentally of the worth of 
men serving the bank he represents. The best testimony of 
the thoroughness of the examinations made by the inspectors 
of Canadian chartered banks is to be found in the accurate 
knowledge of affairs possessed by the general managers of our 
banks, and the very limited number of institutions wrecked 
since the passage of the present Canada Bank Act." 

In support of these comments made by the Journal six 
months ago, we now reproduce a paper written by Mr. Joseph 
Chapman, Jr., upon ^^Bank Examinations in the United 
States." Mr. Chapman evidently has courage and knows 
whereof he writes. His address to the bankers of Dakota was 
couched in the language of truth, and ought to bring about 
some measure of reform. 

Mr. Chapman may rest assured that his Canadian brethren 
will support him in thinking that there is something ridiculous 
indeed in the idea of seventy-five men making 11,174 inspec- 
tions of banks in one year. 

His remarks upon the duties of directors will also be read 
with much interest at the present time by the directors and 
the leading olScials of Canadian banks. 
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With the restoration of peace in the East^ a commercial 
and industrial boom is looked for. The expenses of the war 
must be made up by increased activity in industrial enterprises, 

and for that purpose the Japanese will want many 

for Canada. ^^i^g^, including machinery and raw materials 

from other countries. Our American friends are 
already contemplating the effect upon their commercial 
interests of the ending of the war. 

The utterances of the Japanese Consul-General at New 
York are deserving of respectful consideration, especially when 
his words bear on the probable trend of trade when peace with 
Sussia is declared. At a recent dinner of the Business Science 
Club, Consul-General Uchida pointed out that, despite the war, 
Japan has never been more prosperous in its foreign commerce. 
He is said to have sententiously remarked, in the course of his 
speech, that, during the last forty years, Japan had been study- 
ing Western civilization, and adopting the best things that her 
erperts had observed — the German system for the army, and 
the English method for the navy. He is also reported to have 
remarked that the Japanese intend to develop the American 
ways of making money. 

Canadians are similarly interested in the affairs of Japan, 
and our bankers and business men ought to see to it that, among 
the imports to the Orient during the next decade, there will be 
found a fair share of Canadian merchandise. 



There is no sign of convergency in the banking systems of 
Canada and the United States. 

Very few of the bank charters obtained at Ottawa during 

the past .year have been made use of, and the 

?*T Minister of Finance has lots of supporters of 

his expressed opinion as to the absence of any 
necessity for creating any new banks at the present time. In 
the United States, on the contrary, new national banks have 
come into existence et the rate of one a day for the last two 
years. 
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The effects of contiguity, it would seem, completely offset 
any special tariff advantages in favour of Great Britain as 
opposed to the United States. 

It is already claimed that the present fiscal 
With the y^^ ^11 break all records in the volume of our 

United sutes. trade with our Southern neighbours. Figures 
issued by the Department of Commerce show that for the ten 
months ending with April last, Canada has received products 
from the United States valued at about $115,000,000. Figures 
for the fiscal year, which ended with June, are not at hand, but 
the prospects point to an aggregate importation of $140,000,000. 



The address delivered by Mr. Edgar Speyer upon " Some 
Aspects of National Finance *^ to the members of the Institute 
of Bankers in London, England, contained some words of wam- 

ing for others than the people of Great Britain. 
Eztraviknace ^^^' Speyer is of opinion that the root of all 

financial troubles in England, and one of the 
main reasons for the apparent excess of imports over exports is 
general extravagance — ^financial, municipal and individual; 
that all-round retrenchment ia necessary, even if it should be 
brought about by the stress of hard times. The well-known 
banker admits that the condition of financial affairs in Great 
Britain has improved during the past year, but he claims that 
the fact of general extravagance still exists, and he lays par- 
ticular emphasis on the extravagance of municipalities. Mr. 
Speyer contends that there is little, if any, defence for the 
enormous increase in municipal expenditure. There are 
municipalities, even in Canada, where the growth of municipal 
expenditure of late years has been large enough to merit the 
most careful consideration of the people of this Dominion. 



We reprint, by request of several subscribers, an article 
published in the Journal in 1894, written by Mr. Thos. Fyshe, 
who has recently retired from the field of active banking. 
The Growth Perusal of Mr. Fyshe's paper, dealing as it 

of does with a subject engaging the close attention 

Corporations. ^^ Canadian bankers, cannot fail to prove pecu- 
liarly interesting. The common bias of the mind undoubtedly 
is to think favourably of the future; to overvalue the chances 
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of possible good, and to underrate the risks of possible evil, 
and in the case of some fortunate individuals this disposition 
remains after a thousand disappointments. Mr. Fyshe^s 
article upon The Growth of Coroprations shows that, like so 
many successful bankers, he is not given to underrating the 
risks of possible evil. 

Among the many good qualities for which Mr. Fyshe is 
held in high esteem by his friends, is his sound judgment, and 
close adherence to the lines of duty. His views upon any sub- 
ject in connection with banking are well worthy of the close 
attention they have always received, and at the present time 
there is singular interest attaching to the following statement 
made by him in 1894 : — " There is a great waste in having a 
nimiber of comparatively small competing institutions doing 
the work which could be done much more effectively and econ- 
omically by one or two; and, while this is true of all industries, 
it is pre-eminently true of banking/' 

In the article under review, which was referred to editorially 
at the time of its publication as " a brilliant paper,'* Mr. Fyshe, 
it will be observed, expressed the following opinion: — '^It is 
quite as much in the interest of the bank employes as in that 
of the general public that there should be only large and strong 
banks; consequently, every bank officer who realizes the drift 
of things will further any movement which has for its object 
the lessening of the number of banks in the country — ^by amal- 
gamation or otherwise.'' 



If all the year were playing holidays, 

To sport would be as tedious as to work ; 

But when they seldom come, they wish*d for come, 
And nothing pleaseth but rare accidents. 

Shakespeare, 

No man is happier than he who loves and fulfils that par- 
ticular work for the world which falls to his share. So is it 
that no man so thoroughly enjoys a vacation than he who has 

deserved one. The workers in banks deserve 
Valedictory. and appreciate holidays, and so do the contributors 

to the Canadian Bankers' Journal, the Journal 
Questions Committee and the tired editor. 

Our readers are asked to let this valediction to Volume 18 
of the Journal serve as an excuse for the absence of much 
matter. Refreshed by sight, sound and smell of the sea, it 
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is hoped that those reBponsible for the production of this 
magazine may return to work determined to add to its reputa- 
tion and popularity. 

During the year we have had a few communications from 
junior bank officials, calling attention to what they believe to 
be grievances. Eefusal to give publicity to their troubles in 
the correspondence columns of the Journal has been solely due 
to a desire to prevent the growth of unreasonable discontent. 
We recommend to grumblers one of the many beautiful prayers 
by Eobert Louis Stevenson, who wrote his own affecting 
epitaph, carved on a stone on the South Sea Island hill that he 
chose for his burying place. Occasional perusal of the follow- 
ing prayer ought to inspire cheerfulness, even in a Mrs. Gum- 
midge : — 

" The day returns and brings us the petty round 
of irritating concerns and duties. 

" Help, us to play the man, help us to perform 
them with laughter and kind faces ; let cheerfulness 
abound with industry. 

^^ Give us to go blithely on our business all this 
day, bring us to our resting beds weary and content 
and undishonored, and grant us in the end the gift 
of sleep. Amen." j. t. ?• k. 

Mr. James M. Beck, in his scholarly article on Money- 
phobia, published in the Financier (N.Y.) on July 17th, says: 
"We hear in these days of many defalcations and breaches of 
trust, but we must remember that the meaas of publicity are 
a thousandfold greater than ever before, and that the oppor- 
tunities for such recreancy are a thousand fold greater than in 
any other age. There are more faithless bank clerks because 
there are more bank clerks, but how few are the faithless in 
comparison with the faithful ! "Sot need we fear the final test 
as to whether commercialism deadens that spirit of true 
ofaivaliy, which is faithful to a noble ideal, '^ even unto deatii.'' 
The four great commercial nations of our time are England, 
the TJnited States, Geimaiiy and Japan. Within iiiet< present 
generation each has engaged in a mortal struggle, and each has 
shown that the finest soldiera may be recruited from ^Irb eonnt" 
ing' room and shop, and from the field and farm.*' 



THE HISTORY OP CANADIAN CURRENCY, BANKING 

AND EXCHANGE. 

THE FIRST GENERAL BANK ACT FOR THE DOMINION.* 

♦Chief sources: — 

Journals of the House of Commons of the Dominion of Canada, 

1869-1871. 
Statutes of Canada, 1867-1871. 
Statements relating to Trade, Navigation, Finance, etc., of the 

Dominion of Canada; and annual report on the Commerce of 

Montreal, 1867. By Wm. J. Patterson. 
Same for years 1868-1872. 
The Globe; Toronto, 1869-71. 
The Leader; Toronto, 1868-71. 
The Montreal Witness; Monthly Financial Review, 1869-71. 

Our Canadian banking and currency system as it stands 
to-day, being so largely the product of a series of practical situa- 
tions, occasionally approximating to crises, and so little the re- 
sult of a systematically devised plan, must always be regarded 
iu the light of the various stages of its historical growth. It 
was not that theoretic considerations were ever lost sight of, or 
voluntarily sacrificed, but simply that circumstances prevented 
more symmetrical or systematic measures from being carried 
out. Only when these circumstances are understood can the 
practical measures from time to time proposed and the criticisms 
to which they were subjected be adequately appreciated. 

As we have already seen, it was to the lot of Sir Francis 
Hincks more than to that of any other man that there fell the 
task of shaping, if not of originating the various measures which 
express the transition stages in the development of Canadian 
banking and currency. Yet, as he frequently confessed at dif- 
ferent stages in that development, he had never found himself 
free to give to the Canadian system the full and logical expres- 
sion of the principles upon which he had proceeded, as far as 
was practicable, in the framing of each measure in the series, 
down to the Acts of 1870 and 1871, which left our system, as 
a system, practically where it is to-day. 

Sir Francis Hincks was always a strong advocate of employ- 
ing the national credit as the basis of the circulating medium 
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of the country, including the issues of the banks. His con- 
victions on this subject were quite independent of any incidental 
advantage to the Government in securing what was largely a 
free loan from the public. Nevertheless, at every 'stage in the 
development of the present system of Dominion notes, not the 
merits of the system as a security for the paper currency of 
the country, but the pressing need of the Gtevemment for some- 
thing very like a forced loan from the people, was the occasion 
of each new extension of the system. In the light of these dis- 
turbing facts must be regarded much of the criticism offered 
by those who strenuously opposed what appeared to them, and 
indeed too oftenwas, a very doubtful policy for a young country. 
The rapidly expanding revenue and the enhanced national credit 
of recent years* have rendered the present genet ation oblivious of 
past dangers. 

We have traced the various systematic efforts to realize the 
idea of a government issue of paper money, from Lord Syden- 
ham's scheme for a Provincial Bank of Issue down through the 
Free Banking mea^ureB to the latest attempts of Oalt and Bose. 
We have followed the practical introduction of a government 
paper currency through the limited issues of small government 
debentures, designed ostensibly to furnish the banks with con- 
venient reserves but really to relieve the Gtevemment from press- 
ing financial embarrassment. We have dealt with Gait's com- 
promise measure of 1866, framed, as usual, under stress of 
financial difficulties, but accepted by the Bank of Montreal alone, 
which indeed, as the Government bank, had little option in the 
matter. The details, however, of the terms which the Bank of 
Montreal managed to exact from the Government while at a 
disadvantage were of a very special nature and, incidentally, 
very profitable to the bank, but in like proportion fatal to its 
good relations with the other banks. 

Ultimately, however, the other banks, whose charters would 
expire in 1871, had to be dealtwith. This Mr. Rose attempted 
to do on the American model in 1869. But his measure, as we 
have seen, encoimtered the strenuous opposition of the leading 
Canadian banks, prompted alike by self interest and jealousy 
of anything suggested by Mr. King of the Bank of Montreal, 
who was Mr. Bose's chief adviser. Finding the opposition so 
strong, Mr. Bose abandoned the measure, and immediately 
afterwards the Gtevemment and the country. 
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At this juncture Sir Francis Hincks, after an absence of 
fifteen- years as Governor of Barbadoes and British Guiana, 
visited Canada. He was received with joy and feted on every 
hand as a particularly distinguished countryman. His ability 
as a financier being well remembered, his old enemy, Sir John 
Macdonald, being in sore need of a finance minister of unusual 
ability in matters of banking and currency — ^the very specialties 
of Hincks in days gone by — surged him to join his Cabinet and 
imdertake the important task of devising a scheme of currency 
and banking which could be got through Parliament. 

The problem which Sir Francis Hincks undertook to solv^ 
was one of unusual complexity. Every phase of the currency 
and banking of the coimtry was in an unsettled, or even 
critical condition. The former confidence of the Canadian 
people in their banks had been greatly shaken as the 
result of the two important failures of the Upper 
Canada and Commercial banks and the uncertain condi- 
tion of several others, especially the Royal Canadian and Gore 
banks. This imcertainty was emphasized by the jealousy and 
bad feeling which had been developed between tiie Bank of 
Montreal and a number of the other banks, especially those in 
Ontario. This, again, was largely owing to the special relations 
in which the Bank of Montreal stood to the Government and the 
consequent powers which it exercised. Uncertainty as to the 
future policy of the Government with reference to its note issue 
was also a disturbing factor. At the same time the commercial 
centres of Ontario and Quebec were flooded with American sil- 
ver, itself the expression of what is so eagerly desired by nations, 
namely, a highly favourable balance of trade. The merchants 
engaged in this trade were loath to see it injured simply because 
the Americans were so unfortunate as to have nothing more 
acceptable than money with which -to make their payments for 
Canadian produce. Again, owing to Confederation, the Pro- 
vinces of Nova Scotia and New Brunswick brought several new 
and disturbing features into the currency and banking problems 
of the Dominion. Not the least troublesome of these, from the 
political point of view at least, was the fact that the two eastern 
provinces were at sharp variance with reference to the currency 
standard. New Brunswick was most anxious to secure the 
immediate enforcement of a uniform currency throughout the 
Dominion, while Nova Scotia, headed by the commercial and 
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financial interests of Halifax^ and having a different currency 
and standard of value from the rest of the Dominion^ was much 
opposed to any immediate change. Certain proposals for an 
international currency, which would be more in accordance with 
the Nova Scotia standard than that of Canada,- were just then 
under consideration by France, Britain and the United States, 
and led the people of Ifova Scotia to indulge the hope that the 
rest of the Dominion might be induced to adopt their standard. 
The question of the savings banks had also to be dealt with, 

while a strong reactionary demand, especially from Quebec, for 
a restoration of the usury laws added a new element of discord 
to a situation already more than sufficiently disturbed. Alto- 
gether one can hardly imagine a more complex and difficult task 
than that which Sir Francis Hincks had to face when, in the 
latter part of 1869, he accepted the position of Finance Minister. 

Having once accepted the commission, he set to work at his 
problem with characteristic energy, shrewdness and self-confi- 
dence. Profiting by the experience of his predecessors, he saw 
that the first requisite was to come to some definite understand- 
ing with the leading bankers of the country. He also recognized 
that a spirit of compromise must be promoted if so many vary- 
ing interests were to be harmonized, and a general policy evolved 
which would at once afford a reasonably safe and workable sys- 
tem of currency and banking, be accepted by the bankers as a 
body, and command a majority in Parliament. 

The testimony of the bankers, as furnished to the Special 
Committee on Banking and Currency at the previous session of 
Parliament, and the excitement attending the discussion of the. 
Hon. John Rose's measure, revealed the fact that the bankers 
of Ontario in particular, while recognizing the necessity for 
added safeguards for both note holders and depositors, strongly 
objected to the proposed interference with the note issues of the 
banks. Sir Francis Hincks availed himself of every consider- 
able reform suggested or sanctioned by the bankers in their re- 
plies to the inquiries of the Special Committee on Banking, or 
in their more recent conferences with Sir Francis himself. At 
the same time, he sought to draw them as far as possible in the 
direction of accepting a considerable issue of government notes. 

As a special inducement, which counted for much though 
it cost but little, Sir Francis promised to terminate, on the six 
months' notice required, the existing exclusive arrangement with 



' 
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the Bank of Montreal^ and to employ any or all of the banks -in 
the receipt and payment of Government funds, as purchasers 
of Goyemment exchange, or as custodians of the Government 
deposits. 

As the result of his industry and diplomacy, before the 
opening of Parliament in February, 1870, Sir Francis Hincks 
had framed two measures providing for a general banking policy 
for the whole Dominion, and a definite and independent system 
of government paper currency or Dominion notes. He had 
also managed to gain the general consent of the banks to these 
measures. The result was that, while they met with strenuous 
party opposition and continuous efforts were made to stir up 
the country against them, as in the case of the previous measures 
of Gait and Bose, the agitation, both within and without Parlia- 
ment, utterly failed, and Sir Francis carried his bills with sub- 
stantial majorities. 

These measures did not, it is true, express all that Sir 
Francis Hincks himself would have liked to see embodied in 
them, and on the other hand they included much more than 
many bankers cared to accept, though they felt that in opposing 
his measures they were only likely to go further and fare worse. 

In making a preliminary explanation of his whole scheme 
in the House of Commons, on March 1st, Sir Francis Hincks 
bespoke for the important matters involved a non-paxtizan treat- 
ment He referred to the critical stage which the country had 
reached as regards its financial policy and the necessity for deal- 
ing with the whole subject on a broad and permanent basis. A 
large number of bank charters in Ontario and Quebec would 
expire in 1871, and must be dealt with immediately. The 
banks of the Provinces of Nova Scotia and New Brunswick dif- 
fered in several important respects from those of Canada, and 
from one another. It was as essential, however, that there 
should be one currency, as that there should be one fiscal system 
for the whole Dominion; and now they were unavoidably called 
upon"" to determine what that system should be. 

The subject admitted of honest differences of view, and 
varied financial experiences in different sections of the country 
naturally tended to emphasize those differences. • On one point, 
however, in view of recent experiences, there could be but little 
room for doubt, and that was the necessity for a greater security 
for note holders. As to his own views, he still believed in the 
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plan of a goyemment bank of issue^ such as Lord Sydenham 
had brought forward thirty years ago, and which at that tune 
he had strongly supported. Consequently he sympathized with 
much in the measures advocated by his predecessors, Messrs. 
Gait and Bose. But it was evident that the country was not 
even yet fully educated up to such a system. The chief objec- 
tion in 1841 arose from the practical difficulties incidental to 
the transition from a paper currency furnished by the banks to 
one furnished by the Government. The same difficulty was 
felt as strongly now as it had been then. The fact that only 
one bank took advantage of Mr. Galf s measure for a provincial 
note issue in 1866, destroyed the general character of the system, 
and produced an abnormal contrast between that bank and the 
others. It was essential that all banks should be on the same 
footing with reference to the Govenment and its note issue. 

In this connection it was necessary to consider how it was 
possible, in extending the charters of the banks, to give adequate 
protection to the note holders. Some were inclined to think 
it sufficient to give the note holders a preference over the de- 
positors. But Sir Francis pointed out that, under the newer 
conditions of banking, in times of crisis the banks were in greater 
danger from depositors than from note holders. If, then, note 
holders were to have a preference, those depositors having special 
information as to the condition of a bank woidd simply convert 
their claims into notes. His own idea was that the safest plan 
would be to have the whole of the note issue based upon govern- 
ment securities. But, as that was not at present practicable, 
he desired to have at least 'the smaller not€», which constitute 
the greater part of the circulation in the hands of the common 
people, based on the public credit.' 

As to the possibility of establishing a bank note currency 
of perfectly uniform value throughout the Dominion, such as 
'was aimed at by the Hon. Mr. Bose in his measure of last ses- 
sion, he 'had not much faith in its feasibility. A bank note 
issued in Halifax and redeemable there coidd hardly be expected 
to pass at par in Toronto, where there would be the expense of 
sending it to Halifax for redemption. He considered that 
bank notes could only be made payable at the place of issue, and 
their issue limited to the point at which they were payable. The 
issues of all the ordinary banks would thus be normally con- 
fined to the provinces in which they were located. 
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The bill of the previous session had provided quite unneces- 
sary safeguards for the issues of the banks. So far as Canadian 
experience went, it was evident that an adequately enforced 
double liability clause would afford sufficient protection. The 
difficulty with reference to this clause, as embodied in previous 
charters, was that the courts held that the whole of the assets 
of a bank should be realized before the shareholders could be 
called upon, which, of course, very greatly impaired the security 
provided. It was proposed to remedy this defect and render the 
double liability available immediately after failure. 

As to improved forms for bank returns, after discussing the 
matter with many practical men he was convinced that, while 
certain improvements might be made, it was really impossible 
by legislative enactments to insure against mismanagement. 
After the Government had taken all reasonable precautions de- 
positors in particular must take their own risks. 

Though it was customary to attach considerable importance 
to the requirements that banks should hold in their vaults a cer- 
tain minimum specie reserve, yet he did not consider it to be 
of much value. In the first place, if the minimum is small the 
banks are apt to regard it as sufficient, which usually leads to 
their keeping less than woidd have been the case where no mini- 
mum was exacted. But the essential futility of such a require- 
ment lies in the fact that, under the conditions of modem 
banking, the real capacity of the banks to meet their obligations 
must rest, not upon their specie in hand, but upon their invest- 
ments, and, for immediate funds, in the case of Canadian banks, 
upon their balances abroad, particularly in London and New 
York. Further, the fluctuations in the bank circulation, accord- 
ing to the seasons, would render it difficult to maintain or 
enforce a fixed percentage of reserve. 

Becurring again to features more distinctly his own, Sir 
Francis held that the Gk>vemment should in some measure share 
in the profits derived from the supply of a paper currency. He 
referred to the bank tax imposed in Lord Sydenham's time as 
an alternative to the Bank of Issue. The tax, however, had 
been greatly reduced in order to promote larger specie reserves 
and tiie investment of bank capital in government securities. 
He now proposed to abolish the bank tax and the compulsory 
investment of one-tenth of the bank capital in government 
securities, and to aid the Treasury by extending the range of 
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Dominion notes. As affecting the banks, there were two pro- 
posals. In the first place, the banks were to be required to 
hold one-half of their reserves in Dominion notes. These notes 
would be as serviceable to the banks as gold, while the Govern- 
ment would have the benefit of using the gold. In the second 
place, it was proposed that the Gk>vernment shoidd assume to 
itself the issue of all small notes below four dollars. He referred 
to the fact, so obvious at the time, that since the American Civil 
War the smaller note issue of the banks had been supplanted by 
American silver. The Government was already taking measures 
to rid the country of this silver in order to make room for tiie 
circulation of the small Dominion notes. Thus, by the proposed 
changes, the banks would suffer very little restriction, while the 
Government would considerably benefit. 

He then went into particulars as to the amount of govern- 
ment notes then outstanding, and the additional issue required. 
The Dominion notes were to be issued against government de- 
bentures held in reserve, a system which Sir Francis held to be 
absolutely safe, as the Government could get advances on these 
securities at any time. When the existing arrangement with 
the Bank of Montreal was terminated, the Treasury Department 
would undertake the entire management of the issue and re- 
demption of Dominion notes, establishing for the purpose 
branch offices in each province. 

As regards the metallic currency and standard of value, his 
proposal was to have simply one uniform and standard currency 
for the whole Dominion. In this connection he referred to the 
inconvenience which resulted from the existing differences of 
standard and currency between Nova Scotia, New Brunswick 
and the rest of Canada. As to the negotiations with reference 
to a uniform international currency he considered that there 
was so little immediate prospect of an agreement that it would 
not afford Justification for delay. The people of Nova Scotia 
who had adopted the sterling standard doubtless considered their 
standard the best. But it was simply a matter of practical 
convenience, and circumstances detemined that American gold 
from New York must be the normal resen^e of the leading 
banks. As regards the silver wirrency, it was necessary that 
Canada should have a coinage of its own, and this was in pro- 
cess of being secured. 

Such is a survey of the leading features of the general plan 
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^hich Sir Francis Hincks, taking couneel with a mnltitade of 
advisers^ had worked out for the future r^ulation of banking, 
for the issue of government notes^ for a uniform currency stand* 
ard^ and the supply of a fractional coinage. 

The opponents of Sir Francis Hincks and the (Jovermnent 
never wearied of asserting that most of the details of his bank- 
ing scheme had been recommended, in one form or another, by 
the bankers themselves. The fact of the matter was, as may 
be learned from the evidence presented before several special 
committee on the subject, that the bankers of Canada had recom- 
mended almost- every conceivable form of banking, from small 
private banks with free note issue and few other restrictions, 
round to the scheme, favoured by the largest banks in the 
country, for an exclusive government note issue, and such con- 
ditions as would virtually wipe out all the smaller banks. 
Where nothing that Sir Francis Hincks could possibly have 
brought forward had not been already recommended by practical 
Canadian bankers, it is obvious that it still rested with him to 
select such features as would satisfy conflicting interests, and 
might be combined in a measure which could be got through 
Parliament. lor the fact remains that, out of virtual chaos 
which had been growing more complex and more embittered for 
years, Hincks alone proved his capacity to bring order, to re- 
concile conflicting interests, and to establish Canadian bankng 
and currency upon a basis which has endured ever since, and 
is still the pride of the country. 

Sir Francis was shrewd enough to virtually settie his case 
out of court by securing in advance the substantial approval of 
the bankers for the chief features of his policy. Hence the 
plan as laid before Parliament was, quite generally, received 
with favor. The Olobe, it is true, and other strongly party 
papers attacked it severely at every available point, and mani- 
fested considerable personal animus towards its author. 

It was not denied that the plan contained several admirable 
features, but, as already indicated, it was easy to prove that all 
its good points had either been suggested before, or had been 
imposed upon an unwilling minister by practical bankers. The 
chief criticism, however, was directed against the proposed ex- 
tension of the Dominon notes. This was represented as simply 
a scheme to place the control of the currency in the hands of the 
politicians and to enable them, in an insidious manner, to ex- 
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tract from the cotmtry a forced loan. Such loans were likely 
to succeed each other until the whole note issue of the country 
was in the hands of the Government. In its anxiety to dis- 
credit Hincks — once a friend, now more than an enemy — the 
Qhhe forgot the defects which it nsed to point out in the 
Canadian banking system as it was, but which, now that it was 
proposed to alter it, became all that was safe and desirable. 

The Ohhe had, indeed, been consistent in its opposition to 
any Oovemment issue of paper money. On that ground it had, 
at the time, undoubtedly strong argument. Up to that time 
the tendency of the system in Canada had been in the direction 
of securing forced loans for the Government, and the experience 
of the United States during the Civil War, not to mention more 
remote examples, certainly lent colour to the apprehension that, 
once a government embarked in the issue of paper money, the 
temptation to expand the issue in every period of financial em- 
barrassment would be too great to be resisted. The natural 
conclusion of such a process was a practically irredeemable paper 
currency. 

A further argument employed by the financial critic of the 
Montreal Witness had a good deal of force, namely, that the 
power of a government to issue paper money was in the nature 
of a financial reserve, to be drawn upon in periods of extreme 
need, but not to be depleted for merely temporary purposes or at 
the discretion of any political party which happened to be in 
power. Even under Sir Francis Hincks' proposed extension 
of the Dominion note issue, it was frankly admitted that the 
Grovemment needed the money. On the other hand, it was 
pointed out to the opponents of the measure that the S3rstem 
could not now be given up, since the Government could not well 
obtain the sum of between three and four millions with which 
to redeem the notes already issued under previous Acts. At 
the same time, when endeavouring to establish the perfect safety 
of the Government issues, Sir Francis maintained, with a greater 
fervour of patriotism than was customary with him when he 
had better argument at hand, that the credit of the country was 
so secure that under no possible circumstances would there be 
any difficulty in securing all the funds necessary to provide for 
the redemption of the notes. 

Again, in reply to the criticism that there was no adequate 
guarantee against an indefinite extension of the issue of 
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Dominion notes^ Sir Frands declared with considerable warmth 
thut a Finance Minister who would extend the issue of Dominion 
notes beyond the limits prescribed^ would deserve to be im- 
peached. To which the opposition critics made the rather 
cogent reply that the Finance Minister would probably have but 
littie difficully in securing the sanction of his party for any 
extension of the note issue which was likely to be in the interest 
of the party. Also^ that in any case the impeachment of a 
politician would be but poor satisfaction for a people who found 
their currency depreciating in their hands, or becoming practic- 
ally inconvertible. 

Thanks to the expansion of the country and its 
general prosperity, we have not found the government issues 
becoming depreciated. But we have found a Finance Minister, 
with a full Treasury, drawing in a rather improvident manner 
upon the note issue reserves which had accumulated during a 
period of unusual prosperity, and finding, as the Oloie pre- 
dicted, practically no remonstrance from his colleagues. 

Though each part of Sir Francis Hincks' scheme was quite 
intimately related to the others, yet it was presented to Parlia- 
ment in a series of measures beginning with a resolution relating 
to banks and banking. The subsections of the general resolu- 
tion covered the various features of the new system as pre- 
sented to the House. The essence of them may be given in the 
following terms : — 

No new bank shall be chartered or existing bank charter 
renewed except on the following conditions: — 

1. The capital of each new bank to be not less than 
$500,000. The whole amount to be subscribed for, and at 
least twenly per cent, paid in before the bank shall issue notes 
or commence business. The whole of the capital to be paid 
in within twelve years from the date of the charter, and no new 
bank to commence business before $200,000 shall be bona fide 
paid in. Existing banks, however, may continue as at present 
until their charters expire. 

2. Each bank must satisfy the Treasury Board that these 
conditions have been complied with, and obtain a certificate to 
that effect. 

3. The note issue not to exceed the amount of paid up 
(b) 
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capital^ and no notes to be issued for a smaller sum than four 
dollars. 

4. The shareholders of banks to be subject to a double 
liability on their stocks. Should a bank be unable to meet 
the claims upon it, this liability shall be enforced within ten 
days after six months from suspension of specie payment by 
the bank, and without waiting for the realization of its assets. 

5. Shareholders disposing of shares within one month be- 
fore the suspension of specie payment by a bank shall be liable 
for the calls upon their shares, as if they had not disposed of 
them. 

6. All banks coming under these conditions shall be 
exempt from the tax upon note circulation. 

7. Suspension of specie payment for ninety days shall 
render a bank insolvent and lead to the winding up of its 
affairs. 

8. There shall be no division of profits, whether in the 
shape of dividend or bonus, beyond eight per cent, per annum, 
until the bank has a reserve fund equal to twenty per cent, of 
its capital. All doubtful debts to be deducted before calculat- 
ing the reserve. 

9. A list of shareholders with residences and the amount 
of stock held, to be furnished to Parliament annually by each 
bank. 

10. Shareholders to have one vote for each share, but 
must hold stock at least three months before voting on it. 
Shareholders may vote by proxy, but only through other share- 
holders. 

11. Shareholders may regulate by by-law — (a) The 
qualfications and number of directors, the number to be not less 
than five, omiore than ten; (b) the filling of vacancies among 
directors and their remuneration, including that of the presi- 
dent and vice-president; the directors each to hold from $3,000 
±0 $5,000 in stock, according to the amount of the paid-up 
capital of the bank; (c) the directors to be elected annually by 
the shareholders, who may also regulate by by-law the amount 
of discount or loan which may be made to directors or firms in 
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which they are interested, but such advances shall never exceed 
one-twentieth of the total advances of the bank. 

12. Monthly returns, under prescribed forms, to be fur- 
nished to the Government and signed by the president and chief 
oflBcer of the bank. Here follow the forms, which are much 
the same as at present, though not quite so detailed. 

13. Appointing penalties for false statements in the bank 
returns. 

14. Appointing penalties for giving preferences to any 
creditors over others. 

15. A bank shall not grant loans or discounts on the 
security of its own stock, but may hold a privileged lien on its 
stock for over-due debts. 

16. No dividend or bonus shall be made which may impair 
the paid-up capital. If a bank suffers loss it must be made 
up out of uncalled stock, or the capital of the bank must be 
reduced to correspond to the unimpaired capital. 

17. The bank shall receive its own notes at par in pay- 
ments due it, but it shall be required to redeem its notes in 
specie only at the head oflBce, or wherever else they are made 
payable. 

18. Each bank shall hold as nearly as possible fifty per 
cent, of its cash reserves in Dominion notes, and shall never 
hold less than one-third of its reserves in Dominion notes. 

19. The banks to be subject to all general regulations 
passed by Parliament. 

20. Makes provision for existing banks obtaining amended 
charters, so as to conform to these conditions, and for new banks 
obtaining charters in accordance with these conditions. 

21. Provides for increasing the capital of existing banks; 
such increase of capital to be paid within five years. 

22. No bank charter to be extended or new charter to be 
granted except on these conditions, and no charter to be extended 
beyond 1st January, 1881. 

23. No private person or corporation, except a chartered 
bank, shall issue any instrument intended to circulate as money; 
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but the Halifax Banking Company may continue its notes now 
in circulation until the year 1874. 

24. Banks to be subject to the provisions of any winding 
up Acts which may be passed. 

26. The Bank of British North America, which by the 
terms of its present charter is subject to the general banking 
laws of the Dominion, shall not, after January 1st, 1871, issue 
or re-issue any note for less than four dollars. 

Special conditions were granted under several of the clauses 
to meet the situation of the Banque du Peuple, the liability of 
whose shareholders and directors differed from those of the 
other banks. 

In common with the majority of the bankers of Ontario 
and Quebec, Sir Francis Hincks believed that Canadian experi- 
ence has justified a system of banks with numerous branches 
rather than a larger number of small banks with few or no 
branches. In this feature, as he recognized, and not in the free 
control of the note issue, lay the superiority of the Canadian 
banking system over that of the United States. In a country 
situated as Canada was, having the larger part of its banking 
business connected with the gathering of produce over wide 
areas, and the shipping of it over long distajices, with a corre- 
sponding process in the supplying of manufactured goods, 
whether from foreign countries or Canadian centres, economy 
and efficiency alike required a system of banking where the 
same institution could afford accommodation at fairly uniform 
rates over wide areas, and in many centres simultaneously. 
Obviously these objects were best secured by a few large banks 
with numerous branches. 

At this time, however, Canadian experience was following 
both lines of development. A number of small new banks 
were starting up, while the larger of the well established banks 
were rapidly extending their branches and even forming amal- 
gamations to enlarge their influence and connection. 

In accordance with his convictions, Sir Francis Hincks at 
first proposed that the minimum capital of any new bank should 
be $1,000,000, with 20 per cent, paid up. This, however, met 
with strong opposition from the friends of the smaller banks, 
especially from the Eastern Provinces, suDported also by Sir 
A. T. Gait and several members from Quebec. As a result of 
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this oppositian^ the minimum capital was reduced to $500,000, 
with 40 per cent, paid up. But even this minimum was so 
strongly objected to that in the end Sir Francis was fain to give 
up any specific minimum, save what was implied in his irreduc- 
ible condition, that at least $200,000 should be lona fide paid 
in before a bank should be pennitted to begin the business of 
banking. 

Several other minor amendments were made in the details 
of the resolutions before they found final expression in law. 
In clause 16 the provision with reference to reducing the stock 
of the bank to meet losses was omitted altogether, as liable 
to abuse. The act as finally passed (33 Vic. c. 11) was to 
apply to all old banks whose charters were renewed, as well as 
to all new banks obtaining charters. 

The new act relating to Dominion notes, though making 
several radical departures from Gait's system, appeared merely 
as an amendment to the previous act (31st Vic. c. 46), under 
which the Bank of Montreal had been operating as agent for 
the government issues. The resolutions on which these 
amendments were based were in essence, as follows. 

1. It is expedient to amend the ^^Act to enable banks 
in any part of Canada to use notes of the Dominion instead 
of issuing notes of their own," by repealing the first seven 
sections of it, except for the arrangement with the Bank of 
Montreal, which shall remain until terminated as provded for 
in the act. 

2. Permits the issue of Dominion notes to the amount 
of $4,600,000, on the security of debentures of the Dominion 
to a like amount, to be held by the Beceiver-General for their 
redemption. This amount may, if necessary, be increased by 
Orders-in-Council to an aggregate of $7,000,000, the increase 
not to involve an issue of more than $1,000,000 in three 
months. When such increase takes place the Receiver-General 
shall hold specie to the amount of one-fourth of the increase 
and of the debentures already held. 

3. Any additional issue of Dominion notes over $7,000,- 
000 may take place in accordance wifi public needs, but the 
Receiver-General must hold an amount of specie equal to the 
full amount of the excess beyond $7,000,000. 

4. Subject to present agreements until they are ter- 
minated, section 9 of the act shall be repealed, and branch 
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offices of the Beeeiver-GeneraFs Department may be estab- 
lished at Montreal, Toronto, Halifax and St. John, N.B., for 
the issue and redemption of Dominion notes. 

5. Section 10 to be revised in accordance with these 
resolutions. 

6. To repeal section 11, providing for special commis- 
sioners to supervise the issue of Dominion notes and the 
debentures held for them. The Receiver-Greneral shall publish 
monthly in the Canada Gazette a statement of the Dominion 
notes outstanding on the last of each month and of the specie 
and debentures held for their redemption. 

These resolutions, as already indicated, were the subject 
of much more discussion than those on banking, except where 
the banking system was affected by the issue of Dominion 
notes. As the result of repeated discussions in Committee of 
the House, the first issue of the notes was increased from four 
to five millions, to be secured by a like amount of specie and 
debentures, the proportion of debentures not to exceed eighty 
per cent. The amount permitted to be held under the second 
section was likewise increased to nine millions, one-fourth of 
which, as a rule, was to-be held in specie; and in no case less 
than fifteen per cent., though if it fell below twenty-five per 
cent, it must be restored to that proportion as soon as possible. 

Under the fourth resolution the Government was to be 
permitted to employ a bank, if thought advisable, as agent, 
instead of establishing a branch office of the Beceiver-General's 
Department. Otherwise the measure remained very much as 
presented in the resoluticHQS. 

During the following session of Parliament (1871) Sir 
Francis Hincks managed to round out his plans by improving 
and enlarging the system of government savings banks, and 
by establishing a uniform currency throughout the Dominion. 

But when this was accomplished it was found that the 
laws relating to banks were both voluminous and scattered. 
Prior to 1887 each bank had a separate act of incorpora- 
tion. The details were much the same for every bank, having 
been gradually growing in complexity since the granting of 
the first bank charters. At the time of Confederation, the 
Act of 1867 was passed (31 Vic. c 11), which extended the 
range of the charters of the different banks incorporated in the 
various Provinces to the whole Dominion, and applied several 
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features of the Canadian Provincial law to the banks of the 
Maritime Provinces. It also extended the range of business 
in which the banks might engage^ as in the way of taking 
mortgages as collateral security and holding lands obtained 
through them, granting advances on bills of lading, warehouse 
receipts and timber warrants. Then came the act of 1870. 

Thus every new bank to be chartered, and they were 
rapidly increasing in number at this time, required quite an 
extensive act of its own, in addition to coming under the two 
separate acts of 1867 and 1870. It was naturally felt, there- 
fore that it would be expedient to combine in one act those 
features of the charters of the separate banks which were prac- 
tically the same in each, and to consolidate with these the acts 
of 1867 and 1870. This was the object of two resolutions 
introduced by Sir Francis Hincks in March, 1871; and the 
General Bank Act of 1871, the first to appear in its modern 
shape, was the result. 

In the process of consolidation^ a few minor changes were 
made. Thus in the troublesome feature of the minimum of 
capital stock on which a bank might be allowed to begin busi- 
ness, the general act reverted to Hincks' specific minimum of 
$500,000 of subscribed capital. But it lowered the amount 
required to be paid in before issuing notes or beginning ordin- 
ary business from $200,000 to $100,000. Within two years, 
however, the paid up capital must be increased to $200,000, 
after which no specified time was fixed for the paying of the 
remainder, which would still represent a claim on the share- 
holders for the full amount in addition to the double liability 
in case of need. 

This act did not apply to any bank whose former charter 
had not expired when it came into force; but provision was 
made for extending its application, by Order-in-Council, to 
aay such bank on application and in accordance with certain 
conditions. Only to a limited extent, also, did the act apply 
to a few special banks, such as the Bank of British North 
America and the Banque du Peuple. It covered, however, 
the great majority of the Canadian banks, a list of which is 
contained in the act. 

As a result of this consolidation future acts for the in- 
corporation of banks were reduced to specifying the name of 
the bank and the location of its chief office, the authorized 
amount of its capital stock, and the amount of each share. 
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The working of the first general bank act, during the 
next ten years of important national expansion and adjust- 
ment, suggested certain amendments, and gave time for the 
charters of the outside banks to expire. Hence it was made 
possible, under the renewed act of 1881, to more completely 
realize Sir Francis Hincks' idea of a perfectly imiform 
Canadian banking law and practice. 

Meantime it is necessary to outline the fortunes of cer- 
tain influential and typical individual banks, and trace the in- 
fluence which certain methods and policies had upon the 
banking practice of the country. For the practice of busi- 
ness, including banking, determines the character of the law 
on the subject much more completely than the law determines 
the practice. 

ADAM SHORTT. 



INSURANCE AND SPECULATION. 

If it were possible to regard the recent concentration of 
public attention on the operations of a great insurance society 
merely in the light of an event arousing general interest in 
the subject, those concerned in the business of life insurance 
might perhaps be inclined to feel some qualified satisfaction 
at the publicity given to every detail of this latest scandal. So 
favourable a view of the outlook is hardly justified, however. 
It is to be feared that more or less of a general lack of con- 
fidence in instirance companies may be one of the results of the 
public washing of a mass of very dirty linen, however lacking 
in justification such distrust may be. 

A more general understanding of the underlying prin- 
ciples of life insurance would be of advantage in several ways. 
Not the least important of these is the destruction of the op- 
portunity, afforded by the ignorance of the client, for mysti- 
fication by a soliciting agent, and the loss of the charm 
possessed by perpetual changes in the details of the policies 
offered to the public, and pressed on unwilling hearers as if 
they contained the solution of the world-old problem — ^how to 
get something for nothing, or, at any rate, for less than it is 
worth. 

Banking and insurance have some points of close resem- 
blance, though they differ fundamentally in important features 
as to the use to be made of funds with which banking or in- 
surance companies are entrusted by their clients. Each class 
of institution, then, receives funds for safe keeping, though on 
very different conditions. The bank requires, as a point of 
absolutely vital importance, to place its funds so that a large 
part of them may be recoverable with very little loss of time, 
and without serious risk of sacrifice through quick realisation. 
Only a very small part of the funds of a life assurance society 
need be kept in a corresponding form. By the nature of the 
business, the risk of unusually heavy demands for immediate 
payment may almost be said to be absent in life insurance work, 
while it is never to be left out of sight by the prudent banker. 
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At all ordinary times^ the banker may safely lend the 
greater part of the funds deposited with him. The law of 
averages^ as it is often called^ results in the practical certainty 
that receipts and payments will approximately balance, or will 
bear snich relations as can be foreseen and provided against. 
Some of the differences can be foreseen long in advance, others 
can only be gauged a short time ahead, and it is because only 
this short time is available that assets need to have a form 
adapted for ready realizaiion. The same law of averages 
dominates the operations of the insurance company. AnA. just 
as the large bank commonly finds that some of the fluctuations 
which are disturbing to the business of small banks are hardly 
felt in its operations, so the large insurance company has much 
more stable conditions of business to reckon with than the 
small company. The amalgamation of small banks, drawing 
business from different sections of- the countrv or of com- 
mercial life, introduces compensatory variations into the busi- 
ness of the merged institutions. Similarly, the growth in 
size of an insurance company should be accompanied by a 
lessened liability to departures from the regular course in its 
business, should give greater stability to the institution, and 
may introduce economies into the management. 

But, while it is true that, to fulfil the ends for which jt 
is organized, an insurance company needs to grow to a sub- 
stantial erize, it is not true that the advantages of large size 
continue to increase as the size increases. In fact, it might 
perhaps be more near the truth to say that, when once a size 
sufl&cdent to ensure a reasonable stability of experience in the 
matter of mortality of clients is attained, the inertiitution rather 
loses than gains by the persistent struggle to maintain growth 
at the rate experienced, and properly made the subject of re- 
joicing, in the earlier stages of its existence. One very im- 
portant point, which strikes the observant outsider forcibly, is 
that in tiie struggle among a small number of large institutions 
for pre-eminence there is an enormous waste in the matter of 
advertisement in its various forms. 

What purposes does advertisement serve in this connection? 
What are the ends aimed at? They are mainly two. One 
is to arrest the attention of persons not insured, and convince 
them of the desirability of effecting such reasonable insurance 
as is within their power, — to let them know of the various plans 
on which they may effect a contract of insurance, and give them 
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information which may enable them to appreciate the relative 
advantages of the different forms of contract open to them. The 
other is to convince the would-be insurer that a particular com- 
pany or society can meet his needs more effectively than any 
other — quite independently of the question whether it is really 
a matter of more than trifling consequence to him which of a 
dozen different companies may write his policy. 

It is in this business of meeting the other fellow and going 
one better, to use informal phraseology, that the great wastes 
of advertisement are realized, not alone in insurance, but in 
all lines of business. In insurance it is somewhat more obvious 
than in other businesses that the struggle for business i% in 
large measure, the struggle which of two or more competitors 
shall secure a certain piece of business, rather than the effort 
to create business otherwise non-existent In manufacturing 
enterprise, one firm may well be able to produce goods more 
cheaply, as well as better adapted to the tastes of an individual 
customer, than a competing firm. But there is no possibility 
of patenting the forms of insurance, and the article offered is 
substantially the same— can be made identically the same, if 
we assume equal solvency for the competing institutions — 
whichever society secure the contract And, as to price, there 
is no field of activity in which it is less true that one institution 
can offer the same thing at a lower price than any other. This 
is easily seen if we examine the simple basis of all life insurance. 

Practically little needs to be added on one side of the sub- 
ject beyond the remarks already made about the dependence of 
insurance companies on the law of averages when dealng with 
large numbers. The company offers the person insured a 
guarantee that his family shall receive a certain sum in the 
event of his death, whenever that may chance to occur, to take 
a common and simple form of the contract for purposes of 
illustration. In return, the insured undertakes to pay, at 
regular intervals, say yearly, an agreed premium. Apparently 
it is a one-sided contract, in which the company takes the risk, 
the insured the profit Should death occur soon, that is how 
it works out, and the purpose of the contract, from the point 
of view of the insured, is to obtain this advantage. But it 
is not to be assumed that either the company or the insured 
expects an early decease of the latter. The opposite might 
even be fairly claimed. And so far as the company is con- 
cerned, we might almost say that the apposite is realized, and 
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even guaranteed. It is not merely tliat the medical examina- 
tion enables a propoedtion from a person obviously nearing his 
death to be rejected. This cannot effectively guard against 
the deaths of large numbers of policyholders before their pay- 
ments have sufficed for the accumulation of the sum due on 
their death. It is simply that the frequency of deaths as 
affecting a large number of average persons^ is calcidable with 
tolerable exacitude. Those who die early are compensated for 
by those who live long. The one pays lees than his successors 
receive, the other pays more. By having a sufficiently large 
number of contracts in force, the company is assured of receiv- 
ing in premiums enough to pay its matured policies, having 
regard to the earnings of its accumulated funds. So much 
we all know well enough. But it is not so generally recognized 
that these facts absolutely prevent policyholders in general from 
obtaining exceptional returns on the payments they make. It 
is true that the rates asked may not be duly adjusted to the 
risks imdertaken, and then one class of policyholders will gain 
at the expense of another class. From time to time it is 
realized that particular associations formed for insurance pur- 
poses have been operating on rates thus ill adjusted, and the 
error has to be corrected. Such a case has recently occurred 
with some of the fraternal associations, and has required exactly 
the remedy indicated. But all the insured cannot gain at 
nobody^s expense. 

F3X)m what sources can funds be obtained sufficient to 
offer exceptionally favourable terms to policyholders? We 
may put aside the possibility of the mortality experience of 
particular societies being exceptionally favourable, though the 
point calls for one comment, namely, that a society which 
draws its policyholders exclusively from those who follow 
occupations exceptionally favourable to long life, or from per- 
sons of special social habits, may show better results than 
societies not thus exclusive. That they do so, however, excludes 
from the advantage of their better terms all who do not meet 
their conditions. If a society insuring only total abstainers 
obtain better results than one accepting all classes except 
notoriously immoderate persons, the advantages can only be 
secured by those who are willing to renounce the use of intoxi- 
cants. Dealing, not with such special cases, but with the 
societies which insure all classes, it may be accepted as inevit- 
able that, in the long run, the mortality experience will be very 
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closely identical in different large societies, certainly not differ- 
ent in a calculable degree, such as will justify promising results 
based on such differences. And we have to judge af tliis 
matter, not by the experience of a few years, but by the way 
things work out in the long run. 

A second source of advantage may be found in exception- 
ally capable management, resulting in unusual earnings on 
invested funds, or a low cost of conducting the business. On 
the question of expenses of management there is more to say. 
As to investments, it need not be said that judicious selection 
of investments may yield favourable results. But, as between 
the thoroughly sound and well-managed instituitions, can it be 
reasonally claimed that there are such differences in earnings 
on invested funds as justify the promise of a better return for 
a given rate of ponemium in some cases than in others? In 
the matter of investment, as in that of mortality, the influence 
of the law of averages is felt. Some of the investments yield 
more, others yield less, than the standard rates. If funds are 
largely placed in investments offering relatively large returns, 
the risk of loss, failure to meet expectations, in whole or in 
part, can hardly be escaped. A good coup now will in all 
probability be balanced by a failure by and bye. Any con- 
siderable leaning towards investments of a risky type is as 
likely as not, more likely than not, to result in losses which out- 
weigh the gains derived from some of the ventures. The rule 
which ought to be followed by an insurance society which seeks 
to deserve public confidence is to set a high value on security 
in connection with its investments. The appropriate invest- 
ments are those of a permanent nature, and ready realization 
is not of prime importance, so that a relatively high return is 
obtainable without the sacrifice of security which would neces- 
sarily accompany an unduly high return in an investment of 
the class whdch chiefly commends itself to the prudent banker. 

There is no place for stock- jobbing in the proper business 
of insurance. Investments are held for the regular income 
they yield and the security of the capital represented, not for 
the chance of gains from stock market manipulation. On this 
point it would appear that there is something left to be desired 
in the practice of some of the larger associations. We read 
of the maintenance of inflated balances of uninvested funds in 
order that advantage might be taken of favourable opportunities 
for investment^ and of the practical confession of failure in judg- 
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ment of InveetmeDts inyohed in the explanatioii of sales of 
considerable amounts of oecurities. The funds of the insur- 
ance companies have become available for the purposes of 
speculators, which has been productive of no little indirect evil, 
as well as being injurious to the societies themselves. This 
association of iu'surance and speculation is one of the worst 
features of the Edtuation. 

Are the insurance societies in a position to play the game of 
speculation in such a way tiiat they can oount on winning 
steadily ? If that be the case it is a situation requiring most 
serious reflection on the part of those from whom they win. 
Stock market speculation on a large scale, as practised in the 
large cities of this continent, certainly resembles a game played 
with loaded dice. And the control of such gigantic funds as 
have been accumulated by the largest insnirance organizations 
serves as a means of loading the dice. But it is not so clear 
that the gains fall to these associations rather than to those 
who control their funds. A question that is troubling a good 
many people is how an investment the revenue from which is 
$3,514 per annum comes to be worth $2,600,000. There is 
involved either striking philanthropy or else the conclusion 
that it is worth a good deal to control the investments of a 
large insurance society, a oondusion not startling in itself, 
for it seemfi natural enough, but startUng in relation to what 
is implied. 

The faster an insurance company grows, the larger the 
amount likely to be added to its investments annually, and 
hence the more important the power of selecting those invest^ 
ments, as well as of controlling the re-dnvestment of funds need- 
ing re-investment. As already observed, a characteristic dif- 
ference between banking and insurance arises in this connection. 
In banking a great deal of re-investment is necessarily called for, 
while permanence is a desideratum in the investments of in- 
surance societies. Even in the case of banking funds, some 
portion may be, and is, maintained in permanent investments. 
The writer recalls one incident which his readers could prob- 
ably match many times over. It was in connection with the 
holding by an important British bank of a substantial amount 
of British consols. As is well-known, these rose, some little 
time before the South African war, to about 114. A bank 
official, it is stated on excellent authority, suggested to the 
directors of the bank with which he was associated that they 
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might profit by selling part of their console in the neighbour- 
hood of 110, in view of the practioal certainty of a fall in the 
not distant future. Ae it has turned out, they might have 
been replaced at figures between 85 and 90 within four years, 
or between 90 and 95 within two years. But the directors 
held that their consols were of service to them in a way which 
made such a reasonable speculation one not to be entertained. 
The principle involved in thedr refusal, whether it be thought 
that the action was extreme or not, is one not to be neglected. 
And it has its application to insurance investments. These, 
if sound, serve their purpose by being held, far better than by 
being sold and bought and resold, even Ihough it should be 
believed that the market can be influenced favourably for the 
society at each stage of these operations. 

Were insurance funds more evenly held by a larger nuimber 
of institutions, none of which could be exposed to the strong 
temptation to lend themselves to the purposes of stock-market 
manipulation, a more healthy state of affairo might result both 
for insurance business and for business generally. 

The influence of the speculative spirit is found in other 
parts of insurance business than the oontrol of the invested 
funds or of the funds awaiting investment. In the contracts 
offered to policyholders we find that the advantages of insur- 
ance are combined with the attraction of speculation. A de- 
finite return is contracted for and an uncertain addition held 
out as additional bait. Grant that it is necessary to base rates 
on the experience of the past and that the mortality of the 
future may be more favourable owing to more hygienic condi- 
tions of life among the people generally, or to like reasons. 
Grant that rates must be calculated on the basis of certain 
expectations of earning power of investments, and that it is 
essential to err on the safe side, so that more will probably be 
earned than has been allo»wed for in fixing the rates. Grant 
that economies in management may enable the business to be 
conducted on a smaller comparative expenditure than corre- 
sponds to the loading of the rates for that purpose. The ques- 
tion is whether it is really well to leave large margins and ask 
high rates, endeavouring to make them attractive by holding 
out the prospect of substantial bonus additions to the benefits 
received, or to calculate more closely, attract by the lo'w level 
of rates for certain benefits, and compel economical management 
by leaving no margin for extravagance. The attractions of 
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insurance are of an essentially different nature from those of 
speculation. The more the speculative spirit is fostered, the 
less the chance of dominance for the inclination towards pain- 
ful self-denial and slow accumulation, and this latter inclines 
towards insurance. The only excuse that seems reasonable 
for the inclusion of 00 strong a speculative feature as marks 
some of the developments of recent years in insurance policies 
is that it is necessary to yield to the inclinations of ^e people 
whom one seeks to interest. That settles the matter, if it be 
so. But one may take leave to doubt. 

Bef erence has been made to the possibility of one company 
having advantages over others in the matter of the expense of 
conducting its business. Now, if the comparison to be made 
is one between the gigantic insurance corporations of America 
and the institutions conducting business in the old world, it 
certainly works out unfavourably for the former. To illustrate 
the matter on a Euffidently wide scale, take the figures of a 
standard German encyclopcedia relating to the year 1898. We 
find the following percentages of expenses to income:— 

44 German companies. Expenses, 11.86 per cent of income. 

16 Austrian companies. Expenses, 17.8 per cent, of income. 

6 Swiss companies. Expenses, 9.0 per cent, of income. 

80 English companies. Expenses, 9.5 per cent of income. 

36 American companies. Expenses, 22.7 per cent, of income. 

The English figure stands somewhat above the ordinary 
level. Twenty years ago it was reported as 8.9 per cent. In 
the latest return it stands at 9.1 per cent, for the ordinary, as 
distinguished from the industrial, branch of the business. 

And the English companies have not been exactly stagnant 
in the last iJwenty years. A comparison of the latest figures 
witih those of the first blue-book on the subject twenty-three 
years ago shows that premium income, funds, expenses have all 
about doubled, no very bad record. A high expense-ratio is 
naturally the accompaniment of rapid growths, for new busi- 
ness costs more to get than the old does to retain. It is, how- 
ever, not diflBcult to conceive that new business may be secured 
at too heavy a cost Of course, so long as young, healthy lives 
are being added in grofwing numbers to the list of insured, the 
mortality will be low, and the accumulation of funds may be 
rapid. But all this has to be paid for in due time. If the 
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heavy expense-ratios of American practice be explained on the 
ground of the cost of new businees^ it is permissible to ask if 
a less rate of growth with a smaller expense-ratio would not 
be in the interest of insurers, whatever may be said of agents. 
The high ratio of expenses is not confined to the larger com- 
panies, but their influence, in establishing standards of con- 
ducting insurance business, must be assigned a large part of the 
responsibility for the general high level of expenses of com- 
panies operating or organized in North America. 

For purposes of illustrating the point numerically, consider 
the comparison of figures suflBciently representative of the gen- 
eral run of experience in Canada and England, observing that, 
in the table above, the Canadian companies would have been 
bracketed with the American, with 23 per cent, of income going 
in expenses. In the year 1900, general expenses, while taking 23 
per cent, of total income of Canadian companies, took 28 *per 
cent, of premiums. The British figures are 9.1 per cent of 
total income, 14 per cent, of premiums. For every seven 
dollars of premiums, the British companies could use six 
dollars towards meeting liabilities or increasing funds. Canadian 
companies could add but five dollars to funds out of every seven 
collected in premiums. So far as the fair representation of 
the case is concerned, we may suppose claims met out of funds 
already in hand, and the six dollars, or the five dollars, added 
to the provision for the claims to arise in the future in con- 
nection with the contracts on which they were paid. 

What does this mean when expressed in terms of the rate 
of interest needed on invested funds to give equal benefits for 
the same premiums? We can indicate it by an example. 
Suppose the case of persons insured on an ordinary whole-life 
policy, and entering at age 30. According to certain German 
tables, based on fifty years' experience, the average after life- 
time is nearly 35 years, which is somewhat above that for the 
entire English population according to the Eegistrar-Qeneral's 
tables. With a term, averaging 35 years, for accumulation, 
the six dollars invested yearly at four per cent would amount 
to very nearly as much as the five dollars with five per cent, 
interest. We may say, with only a small fraction of inaccuracy, 
that an expense-ratio of fourteen per cent, of premiums, and 
an investment return of four per cent., would give results barely 
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excelled wiih an investment return of five per cent where the 
ezpense-ratio is 28 per cent.* 

Now, the question puts itself before us, if the high ex- 
peoBe-ratU) is so asdodaited with rapid growth to gigantic sizes 
as to be fairly aocounted for by reference to the expense of 
attaining great size and maintaining corresponding increase, 
*will that great size suffice to afford economy comparable with 
the differeoce of earnings presented in the comparison of four 
per cent, with five per cent in the above calculation? Can a 
large €Kxnety earn one per cent more-^can it earn one-half of 
one per cent, more — on its invested funds than a society of 
modest gaze? Even if the little calculation above offered give 
an exaggerated idea of the extent of the difference necessitated 
to afford justification for a high rate of expenses in the economy 
resulting from handling large bumness!^ and the greater oppor- 
tunities open to a ^arge institution, it will serve to indicate that 
when a society with a large expense-ratio is compared with one 
with a low ratio, the former needs to make investments in a 
considerable degree more remunerative than the latter in order 
to give equal resulta 

Naturally the competition of t^ or three large institutions 
to maintain a reputation for magnitude and increase of busi- 
ness leads to excessive expenditure in prociuring new business. 
Do policyholders sufficiently understand what is meant to them 
by the high cost of such competition for business ? It is from 
what they contribute that the expenses involved are met. That 
is, at any rate, the conclusion which seems to be ineviitable when 
we consider the other possible ways in which compensation 
might be found for high expenses. Might not the more sober 
methods, less sensational growth, and more economical conduct 
of business, found in the older countries, be found to present 
advantages to policyholders doubtfully offset by whatever there 
may be that is superior in American insurance methods ? 

A. W. Flux. 

* The ajocumulfllted sums, when tbe thirty-fifth payment was 
meude, aifter the lapse of thirty-four years, would 'be, cut four per 
cent., $441.90, at five per c^t., $451.60. For exact equality, a rate a 
little under five per cent, would be needed. Four and a half per 
cenJt. would yield only $407.50. 

It must ibe noted that ebther a later a^e of entry or the use of 
a taible showing a shorter expectation of life would make a worse 
flhowlnff for the higher expense-ratio. 
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THE GEOWTH OF CORPORATIONS. 

THE BENEFICIAL RESULTS TO SOCIETY WHICH WILL PBOBABLY 
ACCRUE FROM IT^ AND ITS EFFECT ON CREDIT AND BANKING. 

The business of banking and the cognate subject of cur- 
rency have occupied a large share of the world's attention since 
the dawn of the commercial era. Joint-stock banks seem now 
to be such a necessary part of our economic machinery that it 
almost gives one a shock to be reminded that they are hardly 
more than 200 years old. 

But, young as they really are, they represent one of the 
first attempts of mankind at collective or co-operative effort for 
trading or money-making purposes. 

Adam Smith, writing 120 years ago, said that "the only 
"trades which it seems possible for a joint«tock company to 
" carry on successfully without an exclusive privilege, are those 
" of which all the operations are capable of being reduced to 
"what is called a routine, or to such a uniformity of method 
'^ as admits of little or no variation. Of this kind is first the 
" banking trade, secondly, the trade of insurance from fire and 
''from sea risks (life insurance being then unknown, as well 
"as gas companies, railroads, telegraphs, etc.), thirdly, canals, 
* and, fourthly, water works.*' 

He says further on, " the joint-stock companies which are 
" established for the public-spirited purpose of promoting some 
"particular manufacture, over and above managing their own 
" affairs ill, to the diminution of the general stock (or capital) 
" of the society, can in other respects scarce ever fail to do more 
*' harm than good.'* 

This was written by the wisest man of his time, only 120 
vears ago, and to-day the most conspicuous economic fact in 
the world is that what we may call individualism in trade and 
industry of all kinds is rapidly dying out, while its place is 
being taken by those very joint-stock companies which Smith 
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deemed so inefficient^ and to the growth of which there seems 
to be hardly any limit. 

The advantages of collective effort on a large scale are now 
BO obvious that the ultimate result cannot fail to be the com- 
plete substitution of the joint-stock company for private effort 
in all the processes for the production and distribution of all 
Ihe necessaries and luxuries of life. In other words, there will 
soon be no field for individualism in our material affairs. The 
commissariat department of society, if I may use such a phrase^ 
must be organized collectively, while individualism will find its 
true field in the higher snheres of thought, in invention, dis- 
covery, art, literature and conduct. 

This development is a perfectly logical and natural one, 
little as it has 4)een foreseen. It has been brought about by 
the constant pressure of competition demanding ever greater 
efficiency and economy of method. It is now seen that the old 
ideas as to the supposed superiority of, and necessity for per- 
sonal proprietorship, and the owner's supervision and manage- 
ment in most undertakings, if not entirely wrong from th3 
beginning, have certainly grown to wear a very different aspect 
under modem conditions. The mere necessity for continuity 
alone, apart from all other advantages, seems to be driving all 
successful private business into the shape of incorporated com- 
panies; and, once in that shape ,there is no return from it. 

It cannot be doubted that in this great natural and spon- 
taneous development of the collective or co-operative idea in the 
material affairs of life, there is very great promise for mankind. 
In this way only does there seem to be any real promise of the 
successful organization of labor — so passionately desired by 
(Jarlyle, and which he termed "the problem of the whole 
^^ future, for all who will in future pretend to govern men — the 
*' universal vital problem of the world." 

Hitherto the movement has not been looked upon as fraught 
with great potential blessing to the world. Very much the re- 
verse rather. It has passed into a proverb that "corporations 
have no souls,'' and the almost unparalleled state of things in 
ihe United States at the present time would seem to give little 
promise of salvation by means of corporations. We knew also 
that the most strenuous efforts are being made in the neigh- 
bouring country by some of the most public-spirited of the 
people to put down the so-called Trusts, which they regard as 
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little better than vampires, but which in themselves simply re- 
present the latest development of the collective ideas. 

It must certainly be admitted, however, that before these 
Trusts and other great corporations can be made to yield the 
benefits to the world which they are capable of doing, much 
will have to be done by legislation in the way of regulating 
them. At present, for the most part, they seem to be con- 
trolled by men of the buccaneer type, who merely run them for 
plunder, or swamp them with watered stock in the very act of 
creating them. There is no more urgent work required of our 
legislators to-day than the enactment of proper restrictions and 
regulations for all joint-stock companies. 

But to indicate something of the possible benefits which 
may be derived from them, let us consider that it has only been 
since the development of joint-stock companies, and by means 
of them, that the idea of pensioning employees has come into 
existence. It has, however, grown quite spontaneously, and, 
although hardly yet out of its infancy, there is already scarcely 
a bank in England of any consequence which has not organized 
or is thinking of organizing a pension fund for its officers. It 
is impossible to over-estimate the significance of this fact. * The 
banks are only leading the van in the movement. As they were 
themselves the first fruits of the collective or joint-stock prin- 
ciple, so they are the first to illustrate the full scope and develop- 
ment of that principle; and the pension idea is a natural 
outgrowth from it. And I believe it is destined, either with or 
without the assistance of legislation, to become a necesBary 
adjunct or essential part of the constitution of every corporate 
organization in the future. 

When this is fully realized it will hasten materially the 
rapid transference of business now going on from the control 
of private firms to that of large joint-stock companies, and also 
hasten the further movement of the merging of the smaller 
corporations in larger and ever larger ones imtil the maximum 
of economy in management, or, what the economists call the 
minimum cost of production, can be reached. It is all a matter 
of economy, which is synonymous with progress. 

I look forward to the time, which cannot really be very far 
distant, when the boy, on leaving school or college, will be 
drafted into the service of one or other of the great industrial 
corporations of the country, which he will never leave during 
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the period of his working life, nor until his services have earned 
for him a sufficient pension to enable him to spend his declin- 
ing years in rest and comfort. Such an outlook for the worker 
himself, or, in the event of his premature death, some provision 
for dependent relatives, would for ever banish the fear of want 
from his horizon; and who could measure the boon to the 
world of such an achievement! 

Many of us may not, at the first blush, regard the prospect 
of continuous service for life in one institution as a very desir- 
able one; but a little reflection on the unhappy condition of the 
world at present, with its continual strife between capital and 
labor, its problems of the unemployed and the submerged re- 
siduum — its imiversal scramble for existence, with the dreary 
outlook to the mass of the workers in the face of sickness or the 
approach of old age, should induce us to welcome any change 
which promises so much as this, and merely demands in return 
that every man shall do steady honest work from the beginning 
till the end of his career. But whether we like it or not, this is 
the direction in which things are shaping, and for which, if we 
are wise, we should prepare ourselves. 

It may be interesting to us as bankers to try and forecast 
some of the probable results of this development, in so far as 
they will aflfect the business of banking. 

Banking has been built up, or rather has grown up natur- 
ally out of two conditions, namely, industrial individualism and 
the credit system. 

We see that individualism is being rapidly replaced by what 
we have called collectivism in the shape of corporations; and 
when these are properly organized they will have little to do 
with credit. Given a legitimate business, well organized, and 
even to-day there is nothing easier than to raise the necessary 
capital to run it. Why then should it be necessary to borrow 
at all? Probably the greatest difficulty in all business to-day 
is the loss and expense entailed by credit, with the many evils 
that follow in its wake — ^incompetent and dishonest traders, 
failures and frauds; and the purgatory of bankruptcy proceed- 
ings and the law courts. 

We hear every day in business circles of the universal 
abuse of credit. We are all aware of it, but we are all inter- 
ested in pushing business on credit, and consequently are largely 
responsible for this abuse. But this state of things cannot con- 
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tinue. The expense of credit to the eommuiiily is becoming 
too greats and that will eventually kill it. 

We thus see that there is not the element of permanence in 
the two principal factors or conditions which have gone to build 
Up the business of banking, as now carried on. The shoe is 
already pinching us. We have continually increasing diflBculty 
in finding the right kind of borrowers. In the best of times we 
have had to find our clientage in the border country which 
lies between poverty and wealth. We have had to find borrow- 
ers with brains and character, minus money, and we have 
supplied them with the money with which to command labor 
and do the world^s work; but our task is never done, and is 
always increasing in difficulty, for the more successful we are in 
our selection of borrowers, the more successful they are in mak- 
ing money, and so making themselves independent of us, and as 

fast as ihey become rich and cease to borrow, we are driven 
back into the wilderness in search of new and hungry aspirants 
to position and wealth, who will borrow our money, and use it 
in a probably vain competition with their successful prede- 
cessors who are now using their own. I see no element of per- 
manence in this state of things. Between the diminishing re- 
turn to capital on the one hand, and the increasing difficulty 
and risk of employing it on the other, we stand a fair chance of 
being ground between the upper and the nether millstones. 

There will never again be the profit in banking that there 
has been ; and it is becoming very evident that for all the really 
legitimate business there is to be done in this country, we have 
about three times as many banks as tfre required. To some 
people this may not seem a very great evil, but I should like to 
call attention to one very striking result of it, which may not 
have attracted the attention of bankers generally. We pride 
ourselves on the high state of perfection of our banking system, 
and I think justly so, when we compare it with that of other 
countries; but bankers are at best only middlemen, and you 
may easily have too many of them. The point 1 wish to call 
your attention to is this, that with about an equal number of 
traders in proportion to the population, the number of failures 
in proportion to the total number of traders is more than double 
in this country what it is in the United States. That is a very 
striking fact, which I attribute largely to the great completeness 
and efficiency of our banking organization. It extends credit 
everywhere; creates a vast army of impecunious traders, who 
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intensify competition till the margin of profit nearly reaches the 
vanishing point. Then the weakest fail, and an indulgent com- 
munity shoulders their losses, and graciously puts them back 
into a position to begin their bad work over again. This is not 
a caricature, but a simple statement of fact. 

Wise bankruptcy legislation might do something towards 
abating this evil, but we are not likely to get such a thing when 
we are not ourselves of one mind about it. But in any case the 
remedy would take shape in restriction of credit, and reduction 
in the number of traders, and therefore of bank customers. It 
seems to me, therefore, that we have reached the stage when by 
some means or other it would be wise to think of bringing about 
a reduction in the number of banks. 

We are living in an age of rapid transitions, and we shall 
have to try and accom^lodate oursdves to them, even if the 
ultimate prospect be of being wiped out altogether. 

There is a great waste in having a great number of com- 
paratvely smaJl competing institutions doing the work which 
could be done much more effectively and economically by one 
or two; and while this is true of all industries, it is pre-eminently 
true of banking. It is perhaps less difficult to manage large 
than small banks, and it should be proportionately much more 
economical. 

The margin between the deposit and loaning rates is grow- 
ing smaller every day ; profits on exchange and all commissions 
are becoming so infinitisimal that it would almost require the 
aid of a microscope to see them; but the absolute expense of 
management cannot be reduced at all. It can be reduced rda- 
tively by a continual increase of business, but the condition of 
the country does not permit of this, so it seems to me that if 
we desire to escape from the wasting competition which 
threatens to prove fatal to the banks and the public alike, we 
are shut up to a policy of amalgamation. We can see that the 
smaller institutions, excepting where they have had the advan* 
tage of long priority and exceptionally good management, re- 
sulting in great accumulations of profits, work at a dSadvantage, 
both to the shareholders and to their staff — ^more especially the 
latter; and it will come to be recognized in time that the work- 
ers are even more to be considered than the shareholders. 

Seventy-five years ago there were thirty banks in Scot- 
land — ^now there are only eleven, and who can doiibt but that 
the needs of that coxmtry are much better served now than 
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they were then? While it must also be evident that these 
eleven institutions, or the greater number of them, are likely to 
be very much stronger, and better able to take care of tiieir 
employes than their predecessors were. This latter point can- 
not be too much emphasized. It is quite as much in the in- 
terest of the bank employes as in that of the general public that 
there should be only large and strong banks; consequently 
every bank officer who realizes the drift of things will further 
any movement which has for its object the lessening of the num- 
ber of banks in the country — ^by amalgamation or otherwise. 

Progress lies in this direction, not only for banking corpor- 
ations, but for those of every other industry. We are begin- 
ning to see the weakness and waste of numerous small organi- 
zations, and the folly of competition run mad. Indeed, compe- 
tition, while it has been of much service to the world, is 
becoming less and less useful, where not absolutely hurtful, and 
now begins to give evidence that it is approaching the period of 
its old age. It was chiefly necessary in order to make up for 
the lack of proper organization. When the latter is achieved 
we may regard the rapid disappearance of competition with 
comparative equanimity. 

Thomas Pyshe. 



THE LIABILITY OF TELEGRAPH COMPANIES. 

Since the year 1835^ when Morse invented the recording 
telegraph and constructed a working model of the instrument^ 
the growth of the telegraph business has been ^lormous, and 
its importance in commercial affairs can hardly be over esti- 
mated. Some idea of its extent may be derived from the 
following statistics: — 

Miles of Line. Messages sent. 

Great Britain 47,786 90,432,041 

United States 196,115 69,374,883 

Canada 36,972 5,405,760 

When an institution touches commercial life so closely and 
so continuously, there are necessarily frequent appeals to the 
courts, which, by ingenious fictions, that connect the new con- 
ditions with the stable principles of Common Law, and many 
gropings after truth, seek with great earnestness and delibera- 
tion, but not always with unanimity of opinion, the exact 
definition of their respective rights and duties. In Canada 
questions of the liability of telegraph companies have not been 
frequent; in England tiiey are perhaps still less numerous, the 
cause for which anomaly we shall point out later, but in the 
United States the reporte are full of most interesting cases, the 
study of which assists our own Courts in the solution of many 
diflScult problems. 

Before one can properly estimate the extent of the tele- 
graph company's liability, one must have a clear conception of 
its relation to the public. Telegraph companies are not mere 
private corporations transacting a business of little importance 
to the public, but they are corporations created for the public 
benefit endowed with special privileges, such as the right of 
eminent domain, and perform the most important functions of 
commerce, supplementing in cases where rapid transmission 
of intelligence is necessary the postal service of the Government. 
Their business intimately concerns the public, and on this 
account the Government assumes, and has, the right to regulate 
their business so far as to insure impartiality of service and 
prevent the exaction of unreasonable tolls. 
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''It shall be the duty of the company to transmit all 
despatches in the order in which they are received, under a 
''penalty of not less than twenty dollars nor more than one 
*' hundred dollars^ to be recovered with costs of suit by the per- 
"son or persons whose despatch is postponed out of its order; 
"and the company shall have full power to charge for the 
"transmission of such despatches^ and to receive^ recover^ and 
collect such rates of payment as shall be^ from time to time^ 
fixed by the directors; Provided always, that any message in 
"relation to the administration of justice, the arrest of 
"criminals, the discovery or prevention of crime, and Govern- 
ment messages or despatches, shall always be transmitted in 
preference to any other message or despatch, if required by 
"any person connected with administration of justice or any 
"person thereunto authorized by the Secretary of State of 
'' Canada/' 

So runs the charter of one of our leading companies, which 
may be taken as typical. Because of tbis public character 
possessed by telegraph companies, and because of their enjoy- 
ment of a practical monolopy such as that in the hands of 
<;ommon carriers, the earlier American jurists were struck with 
the analogy between the two classes of business and interpreted 
the liability of the former as they had that of the latter. Under 
the common law of England and the civil law, common carriers 
were imder the severe responsibility of an insurer; their sole 
exception from liability for damage was for such loss as was 
caused by the Act of God or the public enemy. As the busi- 
ness grew and developed, however, carriers succeeded in so re- 
stricting their liability by notices and special contracts, that, 
at the present day, practically no case& arise under the rules 
of common law. The bill of lading, the contract between the 
shipper and the carrier, controls all questions between them, and 
the intervention of the courts is sought merely to define its 
terms or to decide on their validity. The shipper still has, 
however, the abstract right to demand that his goods be carried 
under common law liabilities, in which event the carrier would 
become an insurer against any loss save that due to those irre- 
sistible forces known in legal parlance as the Act of God, or 
that inflicted by the King's enemies. In a word, under the 
common law, carriers are absolutely bound to perform their 
undertaking, while other contractors are bound only to use 
reasonable skill and care. 
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CoDfiequenilyy when telegraph companies first appeared 
before the judges tiiey were held to the same strict accountability. 
They were, by a legal fiction, presumed to be insurers of the 
messages they transmitted, and were held liable for all damage^ 
whether due to their own fault or error or not. 

This contention, however, did not last long in England, 
as early in 1867 the judges declared: — 

" We cannot agree with the judgments given in the Ameri- 
'' can Courts, that there is any analogy between a consignment 
^'of goods through a carrier and the transmission of a tele- 
"gram/' (Playford vs. The U.K.E. Tel. Co., 17 L.T., 243). 
The American Courts, too, soon abandoned their early position, 
and in Breese vs. U.S. Tel. Co. (45 Bab. 274), now one of the 
leading cases, the judge remarked that the business of a tele- 
graph company is so radically and essentially different from the 
business of transferring merchandise that the peculiar rules by 
which the carriers are controlled have very little just and pro- 
per application. (Compare also Western Tel. Co. vs. Carew, 
15 Mich., p. 525.) 

In the Province of Ontario the Courts have, of course, 
followed the jurisprudence in England, and we find it held, 
in the case of Baxter vs. The Dominion Telegraph Co. (37 Q.B. 
470), that the liability of telegraph companies cannot be treated 
an alagous to or co-extensive with that of the common carrier. 
In our own jurisprudence in the Province of Quebec, we have 
two conflicting authorities. First of all, in the case of Clarence 
Gold Mining Co. vs. Montreal Tel^raph Co., which was decided 
in 1882 (8 Q.L.B., p. 4), Judge Caron held that telegraph com- 
panies are not subject to the same rules as common carriers, and 
that Article 1676 of the Civil Code, by the terms of which 
carriers may not exempt themselves by notice from liability 
for damage caused by their fault or the fault of those for whom 
they are responsible, does not apply to them. In the later case, 
however, decided in 1898 (Berube vs. Great North West Tel. 
Co.), Judge Cimon expressed the opinion that telegraph com- 
panies are often assimilated to carriers, and then this article 
applies. Were the point to arise again, we are of the opinion 
that our courts would follow the settled jurisprudence of Eng- 
land and the United States. It is true that telegraph companies 
resemble railroad companies and other common carriers, in that 
ihey exercise a public employment, and are, therefore, bound 
to serve all customers alike without discrimination. They have 
doubtless a duty to the public to receive, to the extent of their 
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capacity, all messages clearly and intelligibly written, and to 
transmit them upon reasonable terms, but they are not common 
carriers, their duties are different, and they are not subject to 
the same liabilities. Telegraph companies are entrusted with 
nothing but the order or message, which is not to be carried in 
the form and the characters in which it is recdved, but is to 
be translated and transmitted through different symbols by 
means of electricity, and is peculiarly liable to mistakes; the 
message cannot be the subject of embezzlement; it is of no in- 
trinsic value; its importance cannot be estimated except by the 
sender, and even cannot be disclosed by him without danger of 
defeating his purpose; it may be valueless if not forwarded 
immediately, and the amount of damage for the failure to trans- 
mit or deliver it has no relation to any value of the message 
itself, as such value could be disclosed by the message or agreed 
between the sender and the company. Their liabilities, how- 
ever, do not differ very greatly from those of common carriers, 
and, because of their public capacity, they are justly held to a 
strict accountability for the manner in which they discharge 
their undertakings. They are not insurers against all damage, 
but, in default of special contracts, the effect of which will be 
discussed later, they are liable for their own faults whether of 
omission or commission. It is incumbent only on the sender 
or the receiver of a message to make out a prima facie case of 
negligence against the company, and this duty is discharged 
when facts are shown which raise a presumption of negligence. 
That certain facts raise such a presumption as against telegraph 
companies, in apparent exception to the general rule, that the 
fact of injury merely is no evidence of negligence, 
has been placed on the ground that such companies are 
engaged in a public employment which requires a great degree 
of technical skill and the causes of mistakes and errors are 
peculiarly within their knowledge (Am. & Eng. Enc, p. 1,031). 
This rule of evidence was acted on in the Berub^ case. The 
messages as handed to the company read: — "Please send G. . 

one truck by fast freight," but as delivered by them it was : 

— '^ Please send 6 ten trucks, etc." It was held that the 

mere fact that the message as delivered was different from that 
-entrusted to the company gave rise to a presumption of fault, 
that discharged the plaintiff from the obligation of making 
further proof. In Lawrence vs. G.N.W. (1 Q.B. 1) the change 
of the word " writing " to " waiting " was also held to be suffi- 
cient evidence of negligence. In such cases the usual defence 
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of the company is that the error was due to atmospheric dis^ 
turbance beyond their control. It is but just, therefore, that 
they should be called upon to make that proof, rather than that 
the plaintiff should be obliged to prove actual fault on the part 
of the company. As a general rule, where an error is caused 
by such influences, or other causes beyond the control of the 
operators, they are aware at the time of the perturbation caused, 
and have it in their power to note the fact as a precaution in 
case of future inquiries. They have, further, unusual facilities 
for disproving negligence, and the plaintiflE who is wholly in 
the dark as to all these matter should not be called upon for 
affirmative proof in respect to them. (Shearman and Befield, 
Negligence S. 569.) 

Who Can Sue f 

The man who goes to a telegraph office, and pays the 
operator to send a lawful message, which the latter agrees to 
send, will always have a right of action under his contract. The 
agreement is to make reasonable efforts to transmit the message 
with speed and accuracy, and to deliver it with speed and 
accuracy. Should the company fail, it would become con- 
tractually liable to the sender. But is the telegraph company 
under a similar contractual liability to the person to whom the 
message is to be sent? The company does not agree with the 
addressee himself that it will send the message with all reason- 
able rapidity and correctness, and it could come into a con- 
tractual relation with him, therefore, only through the sender, 
for instance, if the sender were the addressee's agent, or if the 
sender entered into the contract with the company for the bene- 
fit of the addressee. Such a relation would seldom exist 
between the parties, and it is doubtful whether under any cir- 
cumstances the addressee would ever have a contractual claim 
against the company. 

Following this reasoning, the English Courts have refused 
the addressee any recourse whatever. The receiver of a tele- 
gram cannot maintain an action for a mistake which has caused 
him damage. The person who pays for the transmission of a 
message is the only person who has a right of action in case he 
is damnified by the negligence of the company or its servants. 
(Playford vs. U.K.E. Tel. Co.) And in Dixon vs. Renter 
(47 L.J. C.P., p. 1) it was held that no action will lie against 
a telegraphy company at the suit of the receiver for the mis- 
delivery of a telegram, unless there is a contract between him 
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and the company or possibly fraud on their part. 

In the United States, on the other hand, the Courts have, 
with practical unanimity, sustained the addressee's right of 
action; but the different theories on which the results have been 
obtained have been almost as numerous as the courts which 
obtained them. By a species of l^al fiction, such as was 
employed in the ancient Boman Forum, the judges have sought 
to represent telegraph companies as the common agent of the 
parties at either end of the wire, or have based their liability 
for mistakes on the theory of misrepresentation, or because of 
their public duty. Our code contains a provision that, we 
believe, does away with tlie necessity of such elaborate reason- 
ing. Article 1063 reads : — ^^ Every person capable of discern- 
ing right from wrong is responsible for the damage caused by 
his fault to another, whether by positive act, imprudence, 
neglect or want of skill.*' Under this article the addressee of 
a message, or even the 'person to whom a message was wrong- 
fully delivered would have an action for the damage suffered. 
Possibly if our companies were, like the internal lines in Eng- 
land, under the control of the Postmaster-Gteneral, for the neg- 
ligence of whose subordinates there can be no recovery (Mayne 
Damages, 328), our courts might follow the English jurisprud- 
ence and deny the addressee's right of action. But even in 
England, such cases have arisen so seldom that some authors 
consider the American rule to be the correct one, and that the 
English opinion is open to discussion until the House of Lords 
has spoken (Pollock Torts, p. 367). 

We may conclude then that the sender of a telegram may 
always sue on his contract, and that both the sender and 
addressee or receiver may sue in tort, and that the company will 
be liable for the damage suffered. 

It would be indeed a great hardship were the addressee 
or receiver deprived of all right of recovery, when in many 
cases it is he, and he alone, who suffers the loss. Let us sup- 
pose a case where the following telegram is sent to John Smith : 
— " CJome at once, father dying " ; and that by some error the 
message is delivered to John Jones. Being a dutiful son, 
Jones leaves his business, makes a long journey to his home, 
to discover his father in the best of health, busy with his accus- 
tomed avocations. The English rule would deny him the right 
to recover from the company the expense to which he had been 
put; but in America and here he could sue for his full pecuniary 
loss. 
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In the case of sentimental damage^ that due to mental 
anguish, sorrow and anxiety, the rule would be subject to cer- 
tain qualifications, both for the sender and the addressee, for 
in our law it is now well established that damages by way of 
solatium for wounded feeling cannot be enforced. 

Measure of Damage. 

In estimating the damage suffered by the plaintiff, the 
courts confine their examination to those injuries that are 
proximate to the breach of contract or to the negligence. There 
is a distinction, however, to be made between the estimation of 
damages caused by a breach of contract and that of those done 
by a delict, the fault or negligence of one party. 

Article 1074 of the Civil Code reads :—'' The debtor is 
liable only for the damages which have been foreseen, or might 
have been foreseen at the time of contracting the obligation, 
when his breach of it is not accompanied by fraud.'^ The 
theory is that at the time of entering into a contract, the parties 
make a tacit accessory agreement to be responsible for the 
damages that then might be anticipated should either default. 
The English rule, as expressed in the leading case of Hadley 
vs. Baxendale (9 Exch., p. 34), is practically the same. " Com- 
pensation may be had for those results of the breach of con- 
tract which a reasonable man looking ahead at the time the 
contract was made, would foresee as a likely consequence of his 
failure to fulfil his contract under the known circumstances.^' 
As an illustration of this rule, we may cite the case of Belanger 
vs. Dupras (14 S.C, p. 193). In this case the plaintiff sued 
to recover $375 damages which he alleged he had suffered by 
reason of the defendants having failed to obtain a ratification 
of the deed of sale. The damages arose from the fact that the 
plaintiff was unable to effect a loan on the property, which loan 
would have enabled him to settle advantageously virith certain 
creditors, and have prevented the institution of legal proceedings 
against him, and saved him law costs and other expenses. The 
court held, however, that such damages were not the immediate 
and direct consequence of the defendant's delay, and were not 
recoverable. In the Pacific P.T. Co. vs. Fleischner (66 Fed. 
Bep., p. 899), when the defendant delayed a telegram an hour, 
by wMch delay the plaintiff lost his recourse against an in- 
solvent debtor, the court held tliat the actual loss of the plain- 
tiff was directly due^tq the delay, and might have been foreseen 
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at the time the contract was entered into; judgment was 
accordingly rendered against the company. This rule leaves 
to the judge in the exercise of his discretion very great latitude, 
and sometimes the estimation of what a reasonable man would 
foresee goes very far in condemning the companies. In W.IJ.T. 
Co. vs. Birge Forbes Co., decided in Texas in 1902, the message 
which was not delivered promptly, read: — "All right. Sell 
blu£Sng, each described amply .^^ The court held that a rea- 
sonable man would have foreseen as a likely consequence of the 
failure promptly to deliver this message, that the seller thereby 
would lose the sale of 200 bales of cotton at 11% cents per 
pound; and we at once conclude that the judge came of a family 
of clairvoyants. 

The rule was applied to the Quebec cases with more fair- 
ness. In the Lawrence case the telegram from New York read, 
"Writing you to-night," and was delivered, "Waiting you 
to-night." The typical reasonable man would undoubtedly con- 
sider that the result of this error would be a useless trip to New 
York on the part of the addressee. The court, accordingly, 
allowed the plaintiff $30. In the Berub^ case, too, the proxi- 
mate damage due to a change of "one" to "ten" is easily 
estimated, and might as easily have been foreseen. 

One is met with more serious difficulty when the tdegram 
is unintelligible to the operator, whether in cipher or otherwise. 
In an English case (Saimders vs. Stephens, 41 L.J.C.P., p. 682) 
the company negligently omitted to send a cipher message, in 
consequence of which the plaintiff lost a sum of money that he 
would have obtained for a commission upon an order to which 
the message related. It was held that the plaintiff could not 
recover such sum of money from the defender, but only nominal 
damages. When the action is, as in England and in many 
of the States, one imder the contract simply, this is the logical 
and necessary consequence of the rule that damages must be 
foreseen. When the' company has no information as to the 
character, importance or urgency of the message, it is obvious 
that they cannot foresee any particular damage, and the sender 
or addressee should be restricted to a nominal judgment or, at 
most, the price paid for transmission. The rule is, however, 
qualified when tiie company can gather from the terms or 
general character of the message that it is of importance (Dixon 
vs. W.U.T. Co., 3 N.Y. App. Div., p. 60). We have been able 
to discover no jurisprudence on this point, but it mi^ht safely 
be presumed that Banks should be allQwc^*>»,ti7* o^dbver full 

(d) --•-*. - . 
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daznagee for errors in the transmiBsion of messages although 
ihey be in cipher^ for the companies would have every reason 
to believe that the business of such institutions is of consider- 
able importance. 

But as we have already pointed out^ we believe that in 
this Province at least the companies would be liable in tort, 
that is, for fault and negligence, as well as for their breach of 
contract. Since telegraph companies are bound by the terms 
of their charters to transmit without discrimination every 
message given to them, any failure in the premises would be a 
tort, and the person suffering damage thereby should have an 
action entirely distinct from that for the breach of contract. 
The English Courts, it is true, do not recognize this action, and 
deny the addressee all right, because he bears no contractual 
relation to the company. But if he be a stranger to the com- 
pany, he is as much entitled to reimbursement for any damage 
he may have suffered by reason of their negligence, as is the 
man who is knocked down by a street car, or falls on a slippery 
sidewalk. If every one is responsible for the damage occasioned 
to another by his faulty negligence or want of skill, why should 
telegraph companies be excused? 

In the estimation of damages caused by a delict, the terms 
of article 1074 cannot be applied with any strictness, for one 
cannot conceive of a tacit agreement being entered into between 
the parties when the fault is committed. Accordingly the 
person guilty of negligence should be held strictly to repair all 
the damage he has caused (5 Mignault, p. 34). The same rule 
applies under the English common law. '^ The liabilily of a 
wrong-doers for his act is determined by the extent to which the 
harm suffered by the plaintiff was the natural and probable 
consequence of the act. (Pollock Torts, p. 501.) That author 
argues that this is also the true measure of the liability for 
breach of contract; but Hadley vs. Baxendale is the settled 
law on that point. An American judge adds that in Tort the 
defendant's liability for a wrongful act is not limited to con- 
sequences which as a reasonable man he should have foreseen, 
but extends to " all the injurious results which flow therefrom 
by ordinary natural sequence without the interposition of any 
•other negligent act or overpowering forces.*' (McPeek vs. 
W.U.T. Co., 107 Iowa, p. 356, 1899.) Applying these prin- 
ciples, we conclude that a telegraph company will be liable for 
all proximate damages whether the message be in cipher or 
otherwi^ i^n«|teUigi^e or not. 
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Limitation of LiahiUty, 

Our remarks so far haye referred to the liability that rests 
upon the companies imder the common law alone, and the 
directors of these institutions are too experienced and clever 
to bear such a burden a moment longer than is necessary. 
They accordingly restricted their liability by entering into a 
special contract with their customers by virtue of clauses printed 
in their telegraph forms, that read as follows : — 

^' It is agreed that the company shall not be liable for 
'^ damages arising from failure to transmit or deliver, or for 

'' any error in the transmission of unrepeated telegrams 

''whether happening from the negligence of its servants or 

''otherwise beyond the amount received for sending the 

" same.'' 

It is now well established that when the sender makes use 
of such a form he enters into a special contract with the com- 
pany, and if the condition be legal, he is bound by its terms 
just as a shipper is bound by the clauses in a bill of lading or 
a passenger by the conditions printed on his ticket. The only 
question we must solve is whether such a condition is valid and 
binding. 

The leading case here is Lawrence vs. G.N.W Tel. Co. (1 
Q.B., p. 1), in which it was held, "Where there is evidence of 
negligence in the transmission of the despatch, the com- 
pany will not be protected by the fact that the blank form 

contained a printed condition to the effect that the com- 
pany would not be liable for damages arising from any error 
in tiie transmission of an unrepeated telegram.'' The Court 
of Appeals, composed of Lacoste, C. J.; Bosse, Blanchet and 
Tait, was unanimous, and its judgment is based on Articles 989 
and 990 C.C. "Toute convention," says the Chief Justice, 
" Que I'affranchit des soins qui ezcluent la f aute est immorale 
et inadmissible, et centre I'essence meme du contrat Notre 
code veut que toute personne soit responsable du dommage causi 
par sa faute et par la faute de ceuz dont elle a le controle." 

At the time of that decision, the law of carriers was inter- 
preted in the same way, and it was imif ormly held in this Pro- 
vince that carriers could not relieve themselves from liability 
for negligence even by special contract entered into with the 
shipper. Since then, however, much uncertainty has been 
brought into our jurisprudence by a judgment of the Supreme 
Court in a case of Glengoil vs. Pilkington, in which it was 
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held ihat^ so far as marine carriers are concerned at least, there 
is nothing in the law of the Province of Quebec to prevait a 
carrier making a contract, the terms of which will relieve him 
from liability for his own or his servaats negligence. Although 
that expression of opinion was a mere obiter dictum, the Court 
of Beview in a more recent case of Mathys vs. Liners (25 S.C. 
426) has definitely adopted the ruling, and maintained the 
validity of a clause in the Bill of Lading that relieved the 
carrier from liability for loss occasioned by the theft of its 
servants. The court was composed of Taschereau, Pagneulo, 
and Loranger, the last named having in effect dissented from 
the judgment, although no mention of his dissent appears in 
the report, because, as there was no further appeal, he made no 
note of his dissenting opinion. 

The jurisprudence in favour of the validity of such clauses 
has long been settled in England; but in France, whose deci- 
sions have more weight in such matters in our courts, the 
jurisprudence was formerly not uniform, and even at the time 
when the Olengoil case was decided in the Supreme Court the 
majority of the decisions in the Cour de Cassation were against 
this interpreation of the law, as being contrary to public order 
and good morals. However, of late years it seems that the 
French Courts have definitely adopted the English ruling, so 
far at least as marine carriers are concerned. In the Pandectes 
Franciases, 1902, I., 513, the reporter makes the following 
comment: — 

" Ces arrets sont contraires k la jurisprudence, jusqu*ici 
survie par la Cour de Cassation, et marqueraient, si la cour sup- 
reme devait persister dans cette doctrine, une importante 
Evolution, qui aurait les plus graves cons^uences au point de 
vue des relation commerciales; trop avantageuses pour les 
armateurs, la nouvelle doctrine laisserait les chargeurs a la 
merci des Compagnies de navigation maritimes, ils n'auraient 
plus aucun moyen pour exiger d'elles Texfeution du contrat 
do transport, et devraient s'en rapporter entiSrement k leur 
bonne foi.^' 

The Supreme Court, in changing our jurisprudence under 
this article, has declared that notices referred to in Article 
1676 (supra) do not amount, to a special contract, and that 
therefore, the article does not prevent the carrier from stipulat- 
ing in the special contract his freedom from liability for neg- 
ligence. In following the English authorities, we should 
certainly accept their reasoning on this point, and it may be 
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pointed out that when the Carriers Act of 1830 provided that no 
public notice or declaration should be deemed to limit the 
carrier's liability at common law^ but nothing in the Act should 
affect any special contract between the parties^ it was invariably 
held that a special notice brought to the ' knowledge of the 
shipper^ amounted to a special contract (Walker vs. York and 
North Midland, 12 L.J. Ex., p. 10), aud the authors and juris- 
prudence are unanimous in the opinion that there is no sub- 
stantial difference between the notices published by a carrier 
and a special agreement entered into upon the delivery of goods 
to him, 

(Smithes leading cases, American Edition, p. 403.) 

(McManus vs. Lancashire, 24 L.J. Q.B., and Peek vs. North 
Staffordshire, 34 L.J. Q.B. 241.) 

(Angell on Carriers, sect 247.) 

However, we need not go further into this question at pre- 
sent, as it is not strictly applicable to the liability of telegraph 
companies. 

The jurisprudence, as settled in the United States, has 
maintained the earlier jurisprudence of England and France, 
and has refused to adopt the liberal interpretation of such con- 
tracts, which the English judges deplored but were unable to 
remedy, and in the American Courts a clause that pretends to 
free the carrier from liability for his own or his servants neg- 
ligence is held to be invalid as against public order. 

The rule as to land carriers is quite different in England, 
where it was discovered that the railways were taking advantage 
of the freedom of contract given them under the Carriers Act 
1830. The Bailway and Canal Traffic Act, by which it is 
enacted that the carrier cannot relieve itself from liability for 
negligence, and that restricting clauses in its shipping bill must 
be just and reasonable, was passed in 1854. In the interpre- 
tion of what is just and reasonable, the English Courts are 
materially curtailing the carrier's right to contract itself out 
of such liability. By our own Bailway Act, it is enacted that 
" Every person aggrieved by any neglect or refusal in the pre- 
mises shall have an action against the company, from which 
action the company shall not be relieved by any notice, con- 
dition or declaration, if the damage arises from any negligence 
or omission of the company or of its servants." 

It was at first contended by the railway companies that 
'' notice, condition or declaration " did not cover a special con- 
tract, such as is effected by a shipping bill, it had the right to 
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relieve itself from liability for n^ligence. However, our juris- 
prudence is settled in the contrary sense (Vogel vs. G.T.R., 11 
S.C.R., and Robertson vs. S.C.R., 611). In the last case Sir 
Henry remarked, '^This is an enactment which ought not to 
be extended beyond its literal meaning, arid that is clearly con- 
fined to the prohibition of any contract relieving the company 
from liability for negligence.'^ The English ruling is the 
same. (Peek vs. The North Staffordshire, 32 L.T. 280.) It 
may be contended that this jurisprudence is based on special 
statutory authority, as both the Railway and Central Traffic 
Act make special provisions for the restriction of the carriers' 
rights. However, under the common law in Prance, without 
any such statutory authority, the same rule is upheld. DaUoz, 
1900, 1-433. '^La clause de non-responsabilit^ inser^e dans 
les tarifs des Compagnies de chemins de fer a pour effet de 
mettre k la charge de FexpMiteur ou du destinataire la preuve 
d'une faute imputable k la Compagnie (N.B. foot-note). 

(In D., 1901, 1., 190; D., 1902, 1., 39; D., 1903, 1. 36, will 
be found similar holdings.) 

It becomes essential to inquire why this distinction is made 
between carriers by land and carriers by water. Presumably 
no explanation is necessary for the distinction made in England, 
because the powers of the carrier by land are specially curtailed 
by statute. In France, however, an explanation is given, 
which, however, imsatisfactory it may seem in these days of 
rapid communication, must be accepted as the only possible 
one. In the Pandectes Prancaises, 1902, I. 513, we read: — 

"Cette exception a 6te motiv6 par la situation toute parti- 
culi^re du capitaine qui ^happe k la surveillance de Farmateur ; 
de plus elle n^a pour effet de priver le chargeur de tout recours, 
car le captaine, qui commet une faute, encourt une respons- 
abilite personnelle. Aussi la jurisprudence a-t-dle strictement 
limits cette exception; c'est ainsi qu'elle n'a reconnu que Feffet 
de renverser la charge de la preuve aux clauses par lesquelles 
le capitaine, convient quHl ne repondra pas des fautes des 
hommes de Fequipage.^' 

Pand. F. 1900, 1, 225. 

So far as common carriers are concerned then, it is estab- 
lished that both in England, Prance and our own Province a 
marine carrier may contract himself out of liability for damage 
occasioned by the negligence of his servants, but that a carrier 
by land cannot do so. 

We have already seen that telegraph companies are not 
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common carriers, and are not subject to the same rules, and it is 
accordingly argued that since carriers, who are held to a strict 
accountability, may relieve themselves from liability for neg- 
ligence, a fortiori a telegraph company should be granted the 
same privilege. 

In England, where, as we have already pointed out, the in- 
ternal telegraphs are under the control of Government officials, 
and actions for negligence cannot be instituted, the jurisprudence 
is very limited, the leading case being McArthur vs. Electric 
Telegraph Co. (Supra), in which it was held that a clause to 
the effect that the company would not be liable for mistakes in 
the transmssion of imrepeated messages from whatever cause 
they might arise, was a reasonable condition, valid and binding 
on the sender of the telegram. The judge argues that if a 
man wants to send a message by telegraph which shall be cor- 
rectly read, he would have it repeated; then if repeated, it in- 
volves more labour and he must pay for it; he must pay more 
for a repeated than for an unrepeated message, and, of course, 
he must pay the company more for taking on themselves the 
risk of the message not going rightly considering the accidents 
to which things are liable. It is obviously reasonable that the 
man who requires either greater labour or that the company 
should undertake greater risks should pay something for it. 

The late Mr. Justice Gray, delivering the judgment of the 
majority of the Supreme Coiurfc in the leading American case, 
made use of much the same arguments. By such regulations, 
he pointed out, telegraph companies do not undertake to wholly 
exempt themselves from liability for negligence; but only re- 
quire the sender of the message to have it repeated and to pay 
half as much again as the usual price, in order to hold the com- 
pany liable for mistakes or delays in transmitting or delivering 
or for not delivering the message, whether happening by the 
negligence of its servants or otherwise. (Primrose vs. Tel. 
Co., 154 U.S., p. 1.) The public are admonished by the 
notice that in order to guard against mistakes in the transmis- 
sion of messages, every message of importance ought to be 
repeated. A person desiring to send a message is thus apprised 
that there may be a mistake in its transmission, to guard 
against which it is necessary that it should be repeated. He 
is also notified that if a mistake occur the company will not 
be responsible for it unless the message be repeated. There is 
nothing unreasonable in this condition. It gives the party 
sending the message the option to send it in such a manner as 
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to hold the company responsible, or to send it for a less price at 
his own risk. If the message be unimportant, he may be will- 
ing to risk it without paying the additional charge. But if 
it be important, and he wishes to have it sent correctly, he 
ought to be willing to pay the cost of repeating the message. 
This regulation, considering the accidents to which business is 
liable, is obviously just and reasonable. It does not exempt 
the company from responsibility, but only fixes the price of 
that responsibility, and allows the person who sends the message 
either to transmit it at his own risk at the usual price, or by 
paying in addition thereto half the usual price to have it re- 
peated, and thus render the company liable for any mistake 
that may occur. (Camp vs. Western Union Tel. Co., 1 Met 
(Ky.), 164, 168.) 

The supporters of this doctrine proceed further and call 
attention to tiie fact that telegraph companies undertake a very 
difficult task, and one that is peculiarly liable to errors and 
mistakes. The operator is separated a distance of many miles 
from the paper on which he writes, so that his eye cannot dis- 
cern and correct the mistakes committed by his hand. The 
electric fluid that is used as the medium of communication is 
liable to perturbations arising from thunder storms and other 
natural causes. It is, therefore, obvious that entire accuracy 
cannot always be obtained by the greatest care; and that the 
only method of avoiding error is to compare the copy with the 
original, or, in other words, that the operator to whom the 
message is sent should telegraph it back to the station whence 
it came. 

It will be noticed at once that the whole of the argument 
in favour of the validity of such restrictive clauses as that 
which requires the repeating of telegrams is founded on en- 
tirely false premises. Its supporters assume that the telegraph 
company has a right to bargain with its customers about the 
correctness or incorrectness, the accuracy or inaccuracy of its 
work, ignoring the very important fact that it is bound by its 
charter to discharge its duties with speed and accuracy. What 
a travesty of incorporation would be a charter that authorized 
a company to transmit telegrams for the public accurately or 
inaccurately as might happen to be most convenient for its 
operators ! So long as the companies remain under a statutory 
duty to transmit messages for the public, they should not be 
allowed to make, or to be protected by, a bargain as to the 
care with which they discharge such an obligation. 
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This position does not impose upon them an imdue hard- 
ship. All that is required is that they be guiltless of neg- 
ligence. 

If by unforseen accident or sudden electric storms a com- 
pany is prevented from transmitting its messages promptly or 
accurately, it will be exonerated. But merely because this 
business is peculiarly liable to error is no reason why the com- 
pany should be liberated from the obligation to use due care, 
that rests upon every person in every walk of life. On the 
contrary, the risks of the business should be valid ground for 
demanding still greater care and attention on the part of the 
company and its employees. The business of telegraphy is 
no longer in a crude state, it is no longer subject to accidents 
which the operator is unable to forsee and prevent, and now 
after seventy years of experience with all the adventitious aids 
of modem science it is practically perfected in all its parts, 
both as to suitable instruments and the emplo3rment of expert 
and experienced operators. '* Without rendering them liable 
as insurers or holding them for the action of the elements over 
which they have no control, sound judicial reasoning does de- 
mand that they should be required to perform their duties in 
a careful and diligent manner, and that they should respond 
for the negligence of their servants.*' (Reed vs. W.U.T. Co., 
135, No. 661.) In spite of the decision of the Supreme Court 
in the Primrose case, from which judgment the present Chief 
Justice and one of his colleagues dissented, the great majority 
of the State jurisdictions hold that to allow a telegraph com- 
pany to relieve itself from liability for negligence would be 
against the rules of public policy (Am. and Eng. Enc, p. 
1,040). In some jurisdictions, it is true, the judges have 
steered a middle course, and recognized such clauses as valid, 
except in cases of gross negligence or wilful default (Ibid). 
But they hold the companies to a strict accountability, and the 
omission of one word from the message has been held to con- 
stitute gross negligence. (Dixon vs. W.TJ. Tel. Co., 3 N.Y. 
App. Div., p. 60.) 

The arguments advanced by the English Courts in the 
McArthur case are ably answered by Cockbum, C. J., in Play- 
ford vs. U.K.E. Tel. Co., decided in 1867. It was pleaded 
that the regulation requiring the repetition of telegrams was 
a reasonable one that should be allowed to protect the com- 
pany even against negligence. The judge, however, points 
out " that the company are not in the position of a company 
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exercising powers incidental to ordinary rights of property; 
but they are exercising powers which they obtain by statute. 
They are empowered by the statute to erect works in solo alieno 
without the consent of the persons to whom the soil belongs, 
and then^ in consideration of this, the statute requires that they 
shall keep the telegraphic establishment open at all times for 
all persons desirous of transmitting messages for certain 
charges imposed by the statute subject to reasonable regula- 
tions, and that statute having imposed upon them this obliga- 
tion, and having in consideration thereof empowered them to 
make a maximum charge, they annex the condition that they 
shall not answer for n^ligence. That is to say that they will 
not undertake the duty of reasonable care in the discharge of 
the statutable obligation. How is that consistent with the 
statute as being a reasonable obligation? If a message were 
transmitted under ordinary contract to transmit, there would 
be involved an ordinary obligation to use reasonable care and 
diligence. The statute says that they shall transmit messages; 
and it must be understood that it means that there is to be 
reasonable care and diligence in the discharge of that duty. 
They say that they will take a maximum charge and transmit 
the messages for such charge; but that they will not use rea- 
sonable care and diligence. I cannot but think that if the 
plaintiff were otherwise entitled to maintain action this con- 
dition would not stand in his way.** 

Should the question arise in England again, the reasoning 
of Cockbum would undoubtedly have great weight, corroborated 
as it is by the preponderance of judicial opinion in the neigh- 
bouring Republic. Our own courts have always preserved the 
salutoiy rule that every man must respond for his own or his 
servants' negligence, and there is every reason to believe that 
the decision in Laurence vs. G.N.W. would be (followed; in 
spite of the disturbing element of the analogy that is drawn 
between the business of carriers and that of telegraphy. 

We conclude then that the telegraph company, being a 
public corporation under the statutory duiy of transmitting 
all telegrams offered it, although not an insurer against all 
loss, is nevertheless liable, not only to the sender but to the 
addressee and even the receiver, whenever there has been neg- 
ligence, and that, too, in spite of special contracts requiring 
the repetition of telegrams to insure their accurate transmission. 

A. RIVES HALL. 



SECBET COMMISSIONS RECEIVED BY CLERKS. 

AND AGENTS. 

By Charles M. Holt, K.C. 

A good deal of light has been thrown on the aspect the 
law assumes towards agents who accept secret commissions — 
a practice as universal here as it is in England, and equally 
to be condemned here as there — ^by a recent decision of the 
English Court of Appeal.^ The contemplated proceedings 
against the Equitable Directors in the United States makes the 
matter one of more than usual interast. The facts in the 
English case were as follows: — 

The plaintiff employed the defendants, a firm of auction- 
eers, to sell some pictures and other articles for him by 
auction upon terms which were set-out in their letter to him, 
as follows: — "Referring to our interview with you as to the 
sale of your furniture and effects, we now beg to confirm the 
terms arranged, viz., five per cent, on all lots sold and all out 
of pocket expenses in addition, which includes advertisements, 
printing and posting bills, printing and circulating catalogues, 
porters* time, postages, use of sale-room, etc. The cost of 
removal from the various places, ncluding clerk's time check- 
ing, to be £4 10s 8d. Use of sale-room to be 10s per week 
to date from sale. Minimum commission- on sale for personal 
services to be £20. Any other work, price to be arranged." 
The defendant, in pursuance of the said employment, in- 
structed a firm of printers to print the posters- and catalogues. 
The printers did the work and. debited the defendants' account 
with the sum of £13 98, that being the price which they would 
have charged to any ordinary customer. The printers, how- 
ever, allowed to the defendants, because they were auctioneers, 
the trade discount of 10 per cent., amounting to £1 68. lOd. 
The defendants ,also advertised the sale in certain newspapers, 
and upon the gross payments for the advertisements, amount- 



^ Hlpptoley vs. Knee Brothers, L.R., 1 K.B., p. 1 (1906). 



318 JOURNAL OF THE CANADIAN BANKBRB* ASSOCIATION. 

ing to £14 68 4d, they received from the newspaper proprietors 
a discount of 10 per cent.^ amounting to £1 Ss 7d. The sale 
took place in due course, and the plaintiff^s goods were sold for 
an aggregate amount of less than £400, whereupon the minimum 
commission of £20 became payable. The defendants, in the 
account sent by them to plaintiff, , charged him the full amount 
of the printers' bill, £13 9s, and of the charges for newspaper 
advertisements, £14 6s 4d, without making aay rebate to him 
in respect of the discounts allowed to them, and, having de- 
ducted from the gross sum realized by ^ the sale the sum of £20 
for minimum commission with the two above mentioned sums 
of £13 9s and £14 6s 4d, aad.a further sum for money lent, 
they paid the balance to the plaintiff. Subsequently, the plain- 
tiff having discovered the fact of the defendants having received 
the said discounts without disclosing the fact to him, brought 
his action in the county court to recover the two sums of 
£1 6s lOd and £1 8s 7d, and also the £20 minimum commission, 
on the authority .of Andrews v. Bamsay.^ At the hearing, 
evidence was given of a general custom for printers and news- 
paper proprietors to deal with auctioneers as principals, and 
to allow, them as trade customers a trade discount off their retail 
charges, the whole of the retail price being charged by the 
auctioneers against the vendors. The defendants honestly be- 
lieved that they were entitled under this custom to receive the 
said discounts and retain them to their own use. The plaintiff 
admitted that he knew there was a custom for newspaper pro- 
prietors to allow a discount to auctioneers, but did not know 
the amount of it, or that the defendants would receive such a 
discount in the present case. He was not aware that there was 
any custom for printers to allow such a discount, or that the 
defendants would receive it from the printers. The county 
judge held that the defendants in contracting with the printers 
and newspaper proprietors acted as principals and not as agents 
for the plaintiff, that the plaintiff was not damnified by their 
receipt of the discounts, and that the defendants were conse- 
quently entitled to retain them. He accordingly held that 
the plaintiff could not recover any one of the three sums 
claimed. The plaintiff appealed, and the judges in appeal 
dealt first with that portion of the plaintiff's claim, which 
related to the two sums of £1 6s lOd and £1 8s 7d, which it 
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was agreed were the amounts of the discount which the defend- 
ants^ the auctioneers^ received from the printers and the news- 
paper proprietors respectively on account of the printing and 
advertisement orders executed in connection with the sale which 
he conducted for the plaintiflE. They point out that the em- 
ployment of the defendants was in writing, and although the 
alleged custom of auctioneers to receive such discounts for their 
own use was very material in connection with the question of 
bona fides, it was sufficient in order to determine what the 
rights of the parties were in that particidar case to look at the 
terms of the contract itself. The terms, which were confirmed 
by the defendants' letter of July 25, were, "five per cent, on 
all lots sold, and all out of pocket expenses in addition, which 
includes advertisements, printing and posting bills, printing 
and circulating catalogues, etc. . . Minimum commission 
on sale for personal services to be £20.*' They drew attention 
to the provision that there was to be a minimum commission 
of £20. The defendants, they said, thereby insured themselves 
against the risk of their work being unremunerative, the inten- 
tion being that they were to look to that commission alone for 
the remuneration of their personal services, including their 
services in connection with the printing and the advertisements. 
So that even if there could have been a doubt as to the mean- 
ing of the words " out of pocket expenses,'* the provision as to 
the minimum commission made the matter free from doubt, 
and rendered it abundantly clear that the defendants were to 
have the £20 commission and their actual out of pocket ex- 
penses, but nothing more. Therefore upon that ground, 
wholly apart from the broader ground, the plaintiff was held 
entitled to recover the two sums of £1 6s lOd and £1 8s 7d, and 
to that extent the judgment of the county court judge was re- 
versed. The auctioneers contended that the court ought to 
allow these discounts to them upon the ground that the custom 
for auctioneers to take them was so general that the plaintiff 
must have known, or ought to have known, that they were in 
fact being received. The judges considered that if to the 
knowledge of the principal they were being received by the 
agent, the profit ceased to be secret, and the question would 
not arise; but where there is no knowledge the agent ought to 
account, and it is only honest that he should conduct his busi- 
ness on the principle of his liabilily so to account. The two 
authorities cited by defendants were, they held, cases in which 
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it was obyious that the principal knew that the agent was being 
remunerated by third parties; therefore they in no way con- 
flicted with the principle laid down. " Unfortunately/* said 
Lord Alyerstone, '' there appears to prevail in commercial 
circles, in which perfectly honourable men desire to play an 
honourable part an extraordinary laxity in the view taken of 
ihe earning of secret profits by agents. . . The sooner it is re- 
cognized that such secret profits ought to be disapproved of by 
men in an honourabU profession, the better it will be for com-- 
merce in all its branches." 

The other claim made by the plaintiff in the case, and in 
respect to which the Court of Appeal did not call upon the de- 
fendants' counsel, was that in consequence of the defendants' 
conduct they were not entitled to retain the £20 which they 
had deducted from the gross proceeds for their commission, and 
in support of that claim, they relied upon the judgment of the 
English Court of Appeal in Andrews v. Bamsay,^ where it was 
held that a dishonest agent could not recover any commission 
at all. Lord Alverstone said he desired, speaking for himself, 
to say that in the Hippisley case he was satisfied that there 
was no fraud, but that what was done by the defendants was 
done under a mistaken notion as to what they were entitled to 
do under the contract; they thought that by reason of the 
alleged custom they were entitled to deduct from the proceeds 
of sale the gross amounts of the advertising and printing bills. 
That was, in his opinion, enough to differentiate that case from 
Andrews v. Bamsay,^ where the Court was dealing with an agent 
who acted with downright honesty. But plaintiff went further, 
and contended that if there had been a failure by the agent to 
account for a secret discount received, even though that failure 
might have been due to a bona fide mistake, he was not entitled 
to receive any commission or remuneration for his services from 
the principal. The court said they were not prepared to go 
that length. ^^ If,*' said Lord Alverstone, '* the court is satisfied 
that there has been no fraud or dishonesty upon the agenf s 
part,'! think that the receipt by him of a discount will not dis- 
entitle him to his commission unless the discount is in some 
way connected with the contract which the agent is employed to 
maJce or the duty which he is called upon to perform. In my 
opinion, the neglect by the defendants to account for the dis- 
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counts in the present case is not sufiSciently connected with the 
real subject-matter of their employment. If the discount had 
been received from the purchasers^ the case would have been 
covered by Andrews v. Ramsay ^ ; but here it was received in 
respect of a purely incidental matter; it had nothing to do with 
the duty of selling. It cannot be suggested that the plaintiff 
got one penny a lower price than he would otherwise have gof 

Under the statutory provisions and common law regulating 
agency contracts in the different provinces of the Dominion, it 
Feems clear that an agent is bound to account to his principal 
for all monies received under authority of his mandate; and tins 
woidd seem to cover secret commissions received. 

The principle governing the alleged transactions of the 
Equitable Directors would be an analogous one. 



BANK EXAMINATIONS IN THE UNITED STATES. 

By Joseph Chapman, Jr. 

The gubject of examination of banks has received quite 
a little attention of late^ through the failure of some institutions 
where the national bank examiner has been held to be at fault 
by the public generaUy. The time has come when the bankers 
of the country ought to look the question of examination 
squarely in the face and ascertain whether or not it is possible 
for the department at Washington to give us any better or 
different examination than it is now doing. Among many 
bankers the national bank examination has come to be looked 
upon more or less as a ^arce. There is no question but that 
the directors of banks feel that as long as the national bank 
examiner reports that the bank is all rights there is no cause 
for them to worry, and the depositors feel, likewise, that their 
money is safe. The reason both the directors and depositors 
feel safe is probably because they are familiar with section 5240 
of the Revised Statutes of the United States, Which states that 
"the Comptroller of the Currency, with the approval of the 
Secretary of the Treasury, shall, as often as shall be deemed 
necessary or proper, appoint a suitable person or persons to 
make an examination of the affairs of every banking association, 
who shall have power to make a thorough examination into all 
the affairs of the association, and, in doing so, to examine any 
of the officers and agents thereof on oath, and shall make a full 
and detailed report of the condition of the association to the 
Comptroller.'* 

The office of the Comptroller of the Currency is a political 
office. The selection of a man to fill this place is left to the 
President of the United States, and he may or may not be a 
man who is fitted by education, training, and bent for that 
most important position. I do not think that the importance 
or the possibilities of this office is appreciated by the bankers 
and by the public generally. It is a position calling for the 
highest order of executive ability, of discretion, of tact, and of 
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backbcGie. It is a position that should pay a salary commen- 
surate with the responsibility of the office. At the present 
time this is not the case. The salary is small, and the man 
filling this position is very apt to correspond with the salary. 
The country has been most fortunate in obtaining men of high 
character, who have filled this post with great honor to them- 
selves and to the banking profession. Hdwever, as long as the 
office is a political one, given as a reward for labors performed, 
there is danger that the man who holds this important position 
will be susceptible to influence. 

But the course of politics in the appointment of the Comp- 
troller of the Currency is secondary to the far more important 
matter of the appointment of the national bank examiners 
themselves. No matter how good a man may be in the office 
of Comptroller, he is powerless to appoint his assistants. These 
men are nominated and appointed by the United States 
senators from the different states, and the only qualification 
that appears to be necessary to get the appointment of national 
bank examiner is that the party applying should have a political 
pull and influence with the senator. The question of ability 
and fitness is lost sight of in the eagerness of the senators to 
reward their friends and scatter the plums to the faithful. 

To a convention of bankers this statement is no netws. To 
the public generally it may be. In anything I say here to-day 
I do not wish to be classed as sensational or revolutionary, but 
I believe it is time that we talked these matters over seriously, 
in order that some method may be devised whereby the entire 
machinery of the control and supervision of national banks of 
this country may be removed from politics, 9o that we can get 
men, from the Comptroller down, who shall be selected simply 
for their ability and fitness to perform the work, men who shall 
be kept in office as long as thedr work is satisfactory, and men 
who shall be paid a salary commensurate with the responsibility 
tLey assume and the labor they perform. 

It is to the credit of the national banking system that it 
has forged to the front and made itself a power in this land, 
in spite of the loose methods provided by the government for 
its supervimon and control. It is to the credit of the officers 
and direotorB of national banks that their institutions are in 
such excellent shape, regardless of the namby-pamby national 
bank examination, 
(e) 
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In order that we may understand how ridicuilouB aad silly 
the perfoimance called a national bank examination really is, 
it would be necessary for ns to read a few figures. 

According to the report of the Comptroller of the Currency, 
dated March 14, 1905, there were in operation in the United 
States 5,587 national banks. Each bank is required to be 
examined twice a year, which makes a total number of exam- 
inations in one year of 11,174. The totals represented by these 
5,587 banks are as follows :— 

RBBOUBCBS. 

Loans and discounts $8,888,233,694.79 

U. S. and other bonds 14216.374.365.74 

Banking house furniture and fixtures and 

other real estate 148,663.931.83 

Cash and due from banks 2.054.855.693.80 

$7,308,127,686.16 

UABIUTIBB. 

Capital $ 782.487384.67 

Surplus and profits 603,355.715.08 

Oircnlation 430,995,623.00 

Bonds borrowed 34,819.906.60 

Deposits 5,4274239,316.68 

Other liabilities 29.029.340.04 

$7,308,127,686.16 

To examine and audit and report to the boards of directors 
and to the depositors in these 5,587 banks, there are employed 
some seyenty-five men, on a commission basis. In other words, 
the examiner gets a certain amount of money for the capital 
and the total footings of any bank. If he can examine a bank 
with $2,000,000.00 assets in one day, it s to his interest 
to do 00, for he gets no more money did he take a week, two 
weeks or three weeks to do this "w^ork. This is probably one 
answer to the question which is heard so many times when 
anything goes wrong in a national bank, "Where was the 
national bank examiner? '* Most likely he «was consulting his 
railroad schedule, seeing how soon he could get out of the town 
and make another commission. 

To any thinking man, the idea of seyenty-five men malring 
11,174 examinatiouB of banks whose total deposits amount to 
$6,427,239,316.68, would be ridiculous were it not that it is a 
most serious question. As stated before, it is not even neees- 
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sary that these seventy-fiye men have any knowledge or experi- 
ence in auditing; they aimply have to have a political pull. 

In ordr to satisfy myself as to the length of time it would 
take an expert accountant to do similar work, I have asked a 
firm of New York accountants for some figures showing the time 
necessary to make an audit of the accounts of a bank of the 
fallowing total footings : — 

Accountants. AsBistants. Time required. 



i 200,000.00 

500,000.00 

1,000,000.00 

2,500,000.00 

5,000.000.00 

10,000,000.00 



1 10 days 

1 18 days 

2 25 days 
8 80 days 
4 35 days 
4 45 days 



Of course this estimate is only given approximately^ and 
is intended to represent the time it would take this firm of 
accountants to render a report that would be satisfactory to 
^emselves and to the board of directors that hired them to 
make a first examination. But dwing to the changes in the 
national bank examiners^ a good many of the examinations given 
national banks are ^' fimt '' examinations. This firm of public 
accountants advise me that the time would be considerably 
lowered on the following examination, if the examination 
occurred within a six months^ period. 

In my own bank the national bank examiner appears on a 
Saturday noon and has finished by the f olloiwing Friday after- 
noon. He brings no assistant with him, and appears to be 
quite satisfied that everything is all right. I note that by the 
figures given me by the expert accountant, it would take one 
man and four assistants forty-five days to make the examina- 
tion of a bcuik considerably smaller than the one of which I am 
an ofScer. In Minneapolis we have a state bank with total 
footings very similar to our own, and in talking with the state 
department I find that they send two men to make this exam- 
ination, and it takes the two men three weeks. Wherever I 
have been able to make a comparison between a state examina- 
tion and a national bank examination, I have always found (at 
least in the state of Minnesota in the past four years) that the 
state examination was superior to the national examination. 
But as I believe in talking only about those things that a per- 
son actually knows, I have not attempted to touch on the sub- 
ject of the examinations made by the state department. It is 
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no doubt, subject to improvement, but I believe that in Min- 
nesota, at leaet, it is on a higher plane than the national bank 
examination. This is due, in my opinion, largely to one thing, 
and that is that whereas the national bank examiners are on a 
oommission basis, the size of their oonmuseion depending upon 
the size of the bank they examine, the salary or compensation 
of the state examiner is fixed by law at a certain sum per year, 
putting them on a regular salary basia, so that it is a matter 
of indifference to the state examiner whether it takes him one 
day or ten days — ^he stays by the bank until he is satisfied with 
the examination. 

It is time for the directors of national banks in this country 
to disabuse themselves of the idea that an examination by a 
government ofSdal is all that is necessary in order that they 
should know that the bank of which they are directors is in the 
condition reported by the active officials of tiie bank. 

It would be wonae than idle talk were a person to make 
the statements made above and propose no remedy. They are 
practical reforms that can be adopted in the present medisval 
bank examination that twould materially lessen the stockholders' 
liability and increase the depositors^ safety. 

First and foremoet, the fee system should be abolished. 
The examiner should be appointed by the Comptroller of the 
Cuirrency without dictation from political sources, placed on 
a r^ular salary basis, and there should be enough bank ex- 
aminere appointed to do the work properly. What this number 
should be, T would not even care to guess, but I am absolutely 
certain that the number now employed is so small in comparison 
with the number that should be employed, that were this plan 
to be put in effect, there would be nearer two hundred and fifty 
than seventy-five. 

Secondly, these bank examiners should be appointed be- 
cause they have some ability; because they are fitted for work 
of this kind, and they should have suitable provision made for 
assistants. In my own bank not very long ago it took three 
expert aooountants three weeks to do what it took a government 
examiner less than one week to do. It is impossible for a man 
to intelligently examine a bank of any size without taking an 
assistant in with him, for the reason that while the examiner 
is examining one department in the bank, the (^cials, if they 
care to, can switch the collateral or the assets in such shape as 
to defy and bewilder the most astute examiner. This is avoided 
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by taking a requisite number of men at the time the examina- 
tion is started, practically taking control of the bank when it is 
in a normal condition. 

The practice of the national bank examiner going over the 
paper to ascertain its value with an officer of the bank who made 
the loan is an abeuirdity. This is where the directors* part in 
the bank should be made prominent. The directors* names 
are loaned to banks to give it an air of stability, of strength; 
yet directors sign sworn statements, knoiwing absolutely nothing 
of their own knowledge of the figures therein contained, and 
the bank examiner seldom, if ever, consults them as to the 
value of the paper representing the loans of the bank. In 
every examination either the board of directors or a committee 
from the board of directors should be called in by the national 
bank examiner, and he should question them concerning the 
value of the paper and not rely entirely upon the statement 
made him by the active officer who made the loan. It is not a 
felony for an officer of a national bank to deceive or lie to a 
national bank examiner, unless said officer is put upon oath. It 
would do the directors of a bank good to go over the collateral 
personally with the examiner once every six months, and I know 
of no practical (way that they could keep as closely in touch 
with the character and quality of loans made by banks of which 
they are directors than in this simple way, and I am certain 
that it would add a great deal of value to the government ex- 
aminationfi. 

Regarding the signing of the names on the 9wom report, 
I doubt if there are many directors who ever take the trouble 
to look at the books of the bank and satisfy themselves that the 
figures represented on that statement are correct. 

I doubt if the majority of directors in national banks 
understand that the individual deposit ledgers are not audited 
at all by the national bank examiners. The figures on the 
pages are gone over, footed up, but no verification is ever asked 
from the depositors as to the correctness of the balance. This 
is done in the case of bank accounts, but not in the case of in- 
dividual deposits, nor would it be practical, under the present 
fway of doing business, for the national bank examiner to even 
attempt to audit the individual ledgers. In this department 
and in the collection department the public accountants expend 
most of their time, — ^the departments that are practically 
avoided by the government examiner. The usual place for 
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defalcatioDfi to exist among bank clerks is on the individual 
ledgers. The temptation is made easy by the use of the pass 
book system. There is no more reason why a reconcilement 
should be taken for a bank balance as to the correctness of the 
amount of money due them at the end of any one month than 
there is to take a reconcilement from an ndividual depositor. 
Both represent money^ both represent trust money. The use 
of the statement system on the individual accounts hae an ex- 
cellent moral effect on the force in the office; and it enables 
the officers and directors of the bank to know that the individual 
ledgers are correct and represent the actual amouoit of money 
due the customers. 

The above are three practical suggestions, from my own 
point of view, as to how the government examination can be 
bettered. 

There are certain things that the directors of banks can 
do themselves which would materially help the government 
officials, and the first and foremost is that no man should allow 
his name to be used as a director of a national bank who does 
not intend to direct. Figure heads are of no practical use 
and are a positive detriment in the banking business. The 
day of one-man banking is past in this country. No matter 
whether that bank be a private, state or national bank ; no one 
man knows it all when it comes to investing other people's 
money. Comparatively few men make a success individually 
in investing their own money. How then can that one per8(»i 
be capable of investing the savings and accumulationfi of a num- 
ber of people? I have heard it stated time and again by both 
the state superintendent of banks and national banks and the 
Comptroller of the Currency, that no national bank or state bank 
has ever failed where the directors have done their duty. 

Just what the duty of a director is, is a most important 
question. I am a firm believer in the fact that what is left 
to five or ten or twenty men is not as well done as where it is one 
person's duty to attend to that particular thing. For that 
reason I believe in the active officials in banks running the 
banks and having considerable to say about what the policy of 
the bank shall be. I believe firmly that the advice and counsel 
of five or ten or twenty men is valuable to any active official in 
the bank and ought to be sought for by that official and not 
avoided. In other words, I believe it is the duty of directore 
to advise, to consult, that it is the duty of officers to carry out 
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the policy outlined by the board of directors, and if that policy 
or advice cannot be followed consistently by the officer, then it 
16 his duty to remgn, because it is the directors to whom the 
depositors are looking for the safety of their funds entrusted 
to the bank. That is the duty of the directors to the officer 
and of the officer to the director. 

The directors have a duty to perform towards themselves, 
and T know of no way that they can discharge that duty intel- 
ligently other than to have an expert examination of the bank 
in which they are directors, at such time and in such manner 
as they deem best, with no knowledge tw^hatever given to the 
active officers of the bank as to when that examination shall 
be made, and the report of said examination to be made to the 
directors themselves. This matter is one which simplifies it- 
self according to the size of the bank. The smaller of 
total footings, the simpler the examination, the easier it is for 
the directors to satisfy themselves that all is correct. 

It is also the duty of the directors to know whether or not 
the officers of their banks are engaged in speculative ventures 
and are giving more time to outside business afiEadrs than they 
are giving to their own bank, for I believe firmly that the time 
has gone by in large institutions Mrfaen it is possible for active 
officials in bcmks to give their best attention and energy and 
interest to the business of their bank when their attention is 
absorbed by their personal interests elsewhere. Either the 
business of the bank should be important enough and the re- 
muneration sufficient to attract active men to fill these positions 
of trust, or the officials whose energy and attention is on out- 
side matters should be permitted to devote their entire time 
to their own affairs, without the annoyance necessarily entailed 
upon them by devoting any attention to the interests of the 
depositors who are leaving their funds with them, under the 
impression that they are being safely looked after. 

What we need in the banking business to-day more than 
anything else is some old-fashioned men, with high ideas of 
honor and integrity, whose minds and attentions are not all 
taken up with the bauble of getting-rich-quick ; who shall give 
their entire attention to the business of running a bank in the 
interests not of themselves nor of a clique with whom they 
happen to be associated, but in the interests of the people who 
place their savings with them. 
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In conclufiion, I wish to state that while I beiieye the 
methods employed by the goveonment in examining national 
banks should either be materially changed or the government 
examination abolished altogether, 1 do not believe in shifting 
ones responsibility on to the government^ as I am no believer 
in paternalism. The matter of a safe conduct of the national 
banking business does not rest upon the government officials; 
it rests upon the directors in the national banks discharging 
their obligations to the stockholders who elected them, and to 
the depositors whom they represent, in an honorable, businses^ 
like and up-to-date manner. 



LAWSONISM DISCUSSED. 

The signs of the times indicate a growing feeling of social 
discontent, which finds its chief expression in the indiscrimin- 
ate abuse of wealth. Apart from the baser passion of class 
hatred, there is now in progress a searching inquiry. in the great 
court of public opinion as to the ethical significance of money 
and money making. The presses are groaning under the weight 
of books and periodicals, whose chief purpose is to discuss the 
ethics of the dollar. Demagogues are making frenzied appeals 
to popular passion to proclaim a new crusade against property. 
One notorious agitator — in cunning knavery, a John Law, and 
in picturesque diction, a Beaumarchais — ^is now frantically 
calling upon the masses to withdraw. simultaneously all their 
bank deposits and sell all except governmental securities, with 
full consciousness that his appeal, if heeded, would produce a 
world-wide financial cataclysm. Fortunately, the common 
sense of the American people classes him with the Coxeys, Carrie 
Nations and other freaks, who amuse but do not convince the 
law-abiding masses. 

The agitation, however, is not confined to the ignorant, the 
envious or the malicious. The recent commencement session 
immistakably indicated that educated men are disinterestedly 
considering the phenomena of business in their moral aspects. 
Their deliverances teem with woeful jeremiads at the evil of 
the times and the decay of morals. — (By Jas. M. Beck in the 
Financier.) _ .^i^.^.^M^ 
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